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is consistently tender Stores see an increase in meat sales while also 
improving their overall image. This is how Cargill works with customers. 
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STRATEGY 


A DRUMBEAT OF DIALS 

The masters of the M&A uni¬ 
verse have been mostly twid¬ 
dling their thumbs for the past 
year—if they’ve been lucky 
enough to have jobs at alL Now 
they maybe feeling that fever 
in the blood again. After a flurry 
of annoimcements in recent 
weeks ^ two more biggish deals 


broke on Sept, 28. First T Abbott 
Laboratories made its fourth 
and largest acquisition this year, 
paying $ 6,6 billion in cash for 
the drugs business of Belgian 
conglomerate Solvay* The 
move gives Abbott entree into 
vaccines, the hottest pharma 
sector these days, just in time for 
flu season. Abbott also gains a 
greater foothold in faster-grow¬ 
ing markets in Eastern Europe 
and Asia and full control of two 


cholesterol drugs that the two 
companies already sell together. 
Next, Ursula Bums, named CEO 
of Xerox in May T wasted little 
time before making a bold move: 
The company announced a 
$6,4 billion deal to buy business 
process outsourcer Aifiliatcd 
Computer Services. Sharehold¬ 
ers rebelled over concerns that 
tech service is unknown territory 
for a copier and printer com¬ 
pany, and Xeroxes stock price fell 
15%, but it recovered slightly the 
next day. And investors, thrilled 
at the prospect of even mild deal 
mania, pushed up the Dow by 
124 points on Sept. 28, near its 
high-water mark for the year. 

□ "Xerox Bets Big on Services 1 " 
busjnessweekxom/magazine 


OU1TT1KG THE CKAMBiR 

Another disgruntled giant is 
leaving the U,S- Chamber of 
Commerce^ In mid-September 
two big utilities, Pacific Gas& 
Electric and PNM Resources, 
quit the Chamber to protest its 
opposition to legislation capping 
greenhouse-gas emissions, and 
on Sept. 28, Exelon, one of the 
nation’s biggest utilities, joined 
them. "Inaction on climate is not 
an option,” said Exelon CEO John 
Rowe, a staunch Republican, 
adding that a law putting a price 
on carbon output is essential. Of 
course, Exelon operates many 
nuclear plants, which pump out 
few greenhouse gases, but other 
strong backers of the legislation 
include major burners of coal, 
such as Duke Energy, Those 
utilities won relatively favorable 
treatment in the bill the House 
passed in June. 

IBW PAGE055 “The Clash Over 
Cleari Power" 



Second- 
quarter 
contraction 
in U.S.GDR 
revised 
from -1.0% 
reported tn 
August 

Data: Commerce 
Dept 
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LEADERSHIP 


KEN LEWIS BOWS OUT 

Reason No, 53 why Ken Lewis 
wishes he hadn’t bought 
MerrOl Lynch: With Con¬ 
gressional outcry giving way 
to regulatory inquiries over 
whether Bank of America 
executives hid news of 
mounting losses and bonus 
payouts at Merrill ^ BofA 
announced on SepL 30 that 
the embattled Lewis would 
retire as CEO at the end of the 
year. While the 62-year-old 
had signaled his intent to step 
down once BofA had repaid 
its bailout money and inte¬ 
grated Merrill and mortgage 
giant Countrywide ， analysts 
believe Lewis ’ willingness to 
leave before those goals were 
met may have been influ- 
enced by the growing number 
of probes into the BofA-Mer¬ 
rill deal. BofA didn’t name 
Lewis’ successor, but most 
analysts are betting on Brian 
Moynihan t a former Fleet 
Financial executive, 

□ kl Bank of America's Lewis 
Stepping Down 1 " 
bysinessweek.com/magazine 


JP MORGANS SHAKEUP 

Has Jamie Dimon picked a 
successor? In a rare execu¬ 


tive-suite shuffle at JPMor- 
gan Chase f CEO Dimon 
replaced long- time invest¬ 
ment bank co-chief Bill 
Winters with Jes Staley, for¬ 
merly head of asset manage ¬ 
ment, and analysts promptly 
hailed him as the heir 
apparent, Staley brokered 
the bank’s largely success¬ 
ful takeover of hedge-fund 
shop Highbridge Capital 
Management in July* Dimon, 
53 ， is expected to stay at the 
bank far five more years. 
Winters ^ exit raised some 
eyebrows, since he was in 
part credited for deft man¬ 
agement of the bank r s large 
derivatives portfolio during 
the credit crisis. 


ECONOMICS & POLICY 


MERKEL WINS AGAIN 

As one German tabloid put it: 
u Artgie hatne rteue!” (Angie 
has someone new!) German 
Chancellor Angela Merkel, 
leader of the Christian 
Demoemtic Union, will 
govern with the pro-business 
Free Democrats, led by 
Guido Westerwelle, after 
voters gave the two center- 
right parties a majority in 
Parliament. The Sept. 27 vote 
brings an end to Merkel’s 
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awkward, four-year forced mar 届 
riage with the center-left Social 
Democrats* But Merkel probably 
won’t be able to keep a promise 
to cut taxes until she deflates 
the deficit, now bloated by bank 
bailouts and stimulus spending. 
And even with a more compatible 
partner, analysts doubt Merkel 
has the grit to push through un¬ 
popular reforms ^ such as easing 
rules that make it tough to lay off 
workers* 

€3 “German Vote Sets Stage for 
Pro-Business Coalition" 
bus messwee k.com/mag azina 


THE SUPERYEN IS BACK 

Japan’s new Finance Minister, 
HJrohisa FUjii，will likely weigh 
his words more carefully in the 
future. After Just two weeks on 
the job，Fujii told reporters that 
the government “basically” 
favors a strong yen and would 


not try to halt a sudden surge* 
Traders reacted by grabbing the 
yen and dumping the greenback, 
sending the Japanese currency 
to an eight-month high of 88.23 
to the dollar on Sept, 28. Fujii 
later backpedaled, but his initial 
comments likely didn’t sit well 
with Japan Inc. As the yen rises, 
it erodes the overseas earnings of 
major exporters such as Toyota 
and Sony* Analysts say it’s pos¬ 
sible that Fujii was signaling 
a shift in direction under new 
Prime Minister Yukio Hatoya - 
ma. The Democratic Party-led 
government has indicated that it 
wants to reform fapan^s economy 
so that demand at home, not 
exports T becomes the main driver 
of growth. 


THE G-20 SPEAKS 

While it’s true that news of a se¬ 
cret Iranian nuclear facility stole 



traders: Is the 


happy with the 
yen's rise? 


IDEAS 


HOW FACEB00K COULD CASH IN ON ITS UPSCALE FANS 


facebook is the king of social networking. But the site 
is stuck with an old business model that may prevent it 
from turning the increasing affluence of its users into 
profits. Simply put: Facebook should charge, says Busi¬ 
nessWeek blogger Douglas MacMillan. 



A recent study by Nielsen Claritas that divides 
20 0,000-plus participants into three segments based 
on affluence showed that IS% of the top tier were more 
likely to use Facebook than the bottom tier. In the low¬ 
est segment, 37% were more likely to use My Space* 

Not only has Facebook won over many younger 
users of MySpace but it has introduced sockl 
networking to people in their 20s ， 30s ， 40s, and 
older. As theNielsen Claritas study hints, these 
users have jobs and bank accounts, and might be 
willing to shell out a few bucks a month for an in¬ 
creasingly valuable tool, Facebook has shot down 
the idea of charging all of its members. But the site 
may have plans to put a price tag on services, such 
as offering to print the millions of photos people 
upload to the site* It could also charge a nominal 
fee, like Si per month，to let members avoid ads. 

The company reports positive cashflow and talks 
uphold advertising initiatives. But is it building a 
business that taps the deep pockets of its users? 

@ "Facebook Users Can Afford to Pay" 
businessweekcom/magazine 
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what modest thunder the Group 
of 20 meeting produced，heads 
of state from 20 major econo¬ 
mies did make some headway 
on Sept, 24-5. They annointed 
the G-20 as the “premier” 
group for economic coordina¬ 
tion, supplanting the G-S, They 
called for rules on executive pay 
that would tie it more closely to 
performance bot stop short of an 
actual bonus cap. And they again 
proposed tighter bank capital re¬ 
quirements, though they left it to 
a panel to hash out the details in 
coming months. Critics carped 
that apian to “rebalance” global 
consumption, boosting US. 
saving and Chinese domestic de¬ 
mand, was vague and dependent 
on voluntary compliancy which 
has failed in the past, 

□ “WorKd Leaders Commit to Rein 

in Financial iBomises” 

bus Inasswee k.com/mag azine 


PUBLIC OPTION, R 丄 R? 

A vital element of President Ba- 
rack Obama T s original health¬ 
care reform proposal may have 
taken a fatal blow on Sept. 29, 
Two amendments proposing a 


publicly funded insurer went 
down to defeat in the Senate 
Finance Committee* However, 
a second Senate committee and 
the House are both expected to 
issue bills containing a pub¬ 
lic plan. And since Americans 
support such a plan by wide 
margins, saying it would provide 
nioch-needed competition for 
private insurers, there remains a 
slim chance some sort of federal 
insurer will make it to a final bill* 
1 BW! PAGE 026 "Why Bysiness 
Fears the Public Option 11 


FINANCE 


FDIC TO BANKS: PAY UP 

True, the Federal Deposit 
Instirance Corp- is about to run 
its main insurance fund into the 
red—but it J s not really a prob¬ 
lem, said the FDIC on Sept ,29. 
The continuing flood of bank 
failures means the fond balance 
will soon be negative from an 
accounting perspective, but the 
FDIC expects premiums paid 
by banks to close the gap over 
time — like a family with strong 


income but a negative net worth 
due to iiiortgage debt. To avoid 
a cash crunch early next year, 
however, the agency proposed 
collecting three years ? worth of 
premiums from banks, about 
$45 billion, up front on Dec, 30. 
The beauty part: That wouldn't 
dent bank earnings or force them 
to raise more capital to meet 
reserve requirements* A decision 
is likely after a 30-day comment 
period. 

丨 BW PAGE 028"The FDICs Gift 
to Banks" 


BNP^ BIG PAYBACK 

U.S, banks aren’t the only ones 
pushing to get out from under 
the government - France’s BNP 
Paribas said on Sept, 29 that it 
would sell $6*3 billion in stock 
and use the proceeds, along 
with other funds’ to buy back a 
$J，S billion stake that the French 
state bought to shore up the bank 
earlier this year. Others in Europe 
are likely to follow BNP T s ex¬ 
ample as stronger equity markets 
make it easier to raise money, A 
few hours after BMP’s announce¬ 
ment ^ Italian bank UniCredit t 
ma bid to boost capital reserves, 
said it would sell $5-8 billion in 
shares rather than buy govern¬ 
ment- sponsored bonds* 


TENTATIVE RECOVERY 


h INDEX: JAN. 2000-100 


20-CITY COMPOSITE INDEX 
OF HOUSING PRICES 


ISO 


JULY A S O N 
加 

Data ： SAP/Case-Shiller Home Price Indices 
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SPECIAL ADVERTISING SECTION 


Need a recession cure? 
Japan is the right prescription. 


A s the world attempts to climb 
out of economic crisis, where 
are proactive companies 
focusing their gaze? East, to an old 
reliable hotbed of innovation and 
development —— Japan. As one of 
the world's true economic super¬ 
powers and the gateway to Asia, 
Japan has the goods, the infrastruc¬ 
ture and the right climate for rebirth 
and growth, 

A recent report by the Japan 
Externa! Trade Organization (JETRO) 
cited several key areas where Japan 
offers overseas investors and busi¬ 
nesses an ideal playing field for 
development and partnership, lt # s 
no wonder Japan's investment in 
R&D as a percentage of GDP is 
higher than any other advanced 
nation* Let_s take a look at some of 
the opportunities for growth in the 
post-crash era. 

Today, Japan is sponsoring some 
of the world's most exciting research 
and development in emerging, and 
reemerging industries, including 
environmental technology or M eco- 



market is expected to grow to U.S. 
$483 billion by 2010 and U,S. $596 
billion by 2020. 


business/ 1 information and commu¬ 
nications technology (ICT) and 
healthcare. 

Global warming and environ¬ 
mental protection are on everyone's 
watchlist these days. Not surpris¬ 
ingly, Japan is number one in terms 
of ISO14001 certifications and ts 
among the world leaders in energy- 
saving technology patents—-regis¬ 
tering three times as many as the 
U.S.A. or Europe in 2007. 

With high regard for the "3 R% n 
reduce, reuse and recycle, and ener- 


Seeking an ICT connection? Text 
Japan. From mobile phone hard- and 
software to GPS and navigation 
systems technology, Japan is a world 
leader In ICT development. Forward- 
thinking companies wishing to test 
mobile products have their sites 
trained on Japan first. The country’s 
ICT industry includes six market 
segments: mobile phone services, 1C 
cards and radio frequency ID technol¬ 
ogy (RFID), visual communications, 
online marketing, games, and public 
services. 


gized by R&D in fuel cells, photovol¬ 
taic power generation and waste 
treatment! Japan's ecobusiness 


Today, ICT is Japan's largest 
industry, with a value of more than 
U.S. $1 trillion. And Japan features 


some of the world's fastest broad¬ 
band connection speeds and the 
highest Internet penetration rates as 
well as the world's most advanced 
integrated mobile communication 
and 1C payment services. 

IT h always in fashion, but as the 
advanced countries of the world turn 
gray, healthcare, medicine and bio¬ 
technology are becoming important 
growth industries. Japan's biotech¬ 
nology market is second only to the 
U.S.A/s, but it J s growing fast. 

In addition to deregulating the 
pharmaceutical industry to welcome 
foreign competition, the Japanese 
government has launched a compre¬ 
hensive research-support initiative 
called the National Bioresource Pro¬ 
ject. Its goal is to achieve one of the 
world's most extensive collections of 
biogenetic resources by 2010, 

Whether it’s healthcare, ecobusi¬ 
ness or ICT, Japan has the right medi¬ 
cine for economic recovery. And 
more than ever, overseas businesses 
are realizing that success in japan is 
a touchstone for success in Asia. 
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ADVERTISEMENT 


Who tias the answer? 

Japan does* 





An Original Approach to Success 

I nnovation. More than any other factor 
I in business, innovation drives the 
global economy to produce sustainable 
growth and long-range profitability. And 
when investors from around the world 
look for the innovations that will shape the 
future of business and society, they turn to 
Japan. Firms in Japan are continually 
pushing the boundaries of technology; 
from automotive to communications to 
bioscience 卜 In 2006 alone* over 200,000 
patents were issued to Japanese 
researchers, nearly 40% more than the 
US t and more than the other six G8 
nations combined. Investors and 
consumers alike are reaping ttie rewards 
of these discoveries. One company that 
has seen the benefits of accelerating the 
growth of its Innovation partnerships" in 
JapartisGeneral Electric [GE].Today, the 
company is working doseLy with Japanese 
partners to fast track the creation, 
development and commercialization of 
new technologies ranging from OLED 
ienergy efficient iighthg technology) to 
more eco-fnendiy healthcare products* 
Their coUaborative efforts are helping 
develop the next generation of 
cutt[ng-edge solutions that will help solve 
some of our toughest challenges giobsUy. 


Patents issued, by country 


Average annual growth rate (%) : 2000*06 





S«yrct ： 300® wipe Wofkl Patent fl^pen 

Unique Ideas in Every Corner 

egardLess of fi^td or scale, 
technology and manufacturing firms 
across Japan place top priority on 


research and development. As 3 
percentage of GOP. Japan spends over 
35% more on R&D than the US H and more 
than 2.5 times that of Chins*. This 
commrtment to future Innovations, 
involving the cooperative efforts of 
businesses, universities and government 
research facilities has consistently pLaced 
Japan ahead of the curve on technological 
breakthroughs that have launched new 
products and services for the wodd 
market. One practical example of this is 
Smart Grid, an energy distribution concept 
that uses sensor and communications 
technology to intelligently reduce energy 
consumption and costs. 

Green Thinking 

oday, environmental concerns are 
foremost in the minds of consumers 
artd businesses alike. Japan has seized the 
initiative and has now taken the lead in the 
growing wave of green thinking ■‘ 
developing cleaner manufacturing 
processes, alternative energy sources* 
more efficient devices and improved 
recycling techniques. The results of this 
commitment to the environment have been 
unmistakabLe ： Japan currently produces 
less C0^ per dollar of GDP than any other 
industrialized nation, and firms throughout 
the country continue to invest heavily in 
minimizing their environmental footprint. 
These factors make Japan the perfect 
choice for those looking for the next 
generation of eco-lechnology. GE is 
working together with Japanese firms t 
from large established manufacturers, to 
small and medium enterprises and smaU 
technology research centers to meet the 
goaU of its ecomagination initiative. 
Launched by GE 5 years ago. 
ecornagi nation, is a company-wide 
initiative designed to heLp me&t customers* 
demands for more energy efficient 
products and to drive reliable growth for 


the company. It also reflects the 
company's commitment to invest in a 
future that creates innovative solutions to 
environmental challenges. For GE, Japan 
has already proved to be 3 spawning 
ground for new technologies and ideas and 
the future for i!^ "innovation partnerships" 
Looks bright. For example Japanese 
innovation has led to the creation of a 
cutting edge healthcare product, Signa 
HDe 1.5T ( the first ecomagination-certifted 
MRI (magnetic resonance imaging 
technology used in radiologyl, which was 
developed in Ja pan for Japanese 
customers who require high standards and 
prioritize quality products, Signa ts now a 
global success story for the business with 
the majority being produced for export. 


COi emissions vs. GDP (kg / USS) 
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Investing in Innovation 

n July, Japan announced the 
formation of the Innovation Network 
Corporation of Japan, a public-private joint 
venture io create a $10 billron stimulus for 
small and medium-sized firms in 
developing and maturing industries, 
including energy, healthcare and the 
environment, GE is the only non-Japanese 
founding member among the 16 private 
firms who chose to support the initiative t 。 
aid the rapid development and 
commerdaLization of technologies that 
W\[[ be essential to creating a sustainable 
future society. 

•Source: JETHO p *10 Advantages to Investing i>n Japan 广 2009, 
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MARIA BARTIROMO 



HOW BRAZILS 
LULA SEES 
THE EMERGING 
WORLD ORDER 


As President, Luiz Inacio Lula da 
Silvahas brought to Brazil a blend of 
capitalism and populism that is taking 
Latin America’s largest economy to 
new heights. I talked with Luk^ as he is 
popularly known^ after the gathering 
of the ILN* General Assembly and 
right before the meeting of the G-20 
in Pittsburgh. 


MARIA i 
Whats 


BARTIROMO 

are you looking to achieve at 
these meetings? 


PRESIDENT LUIZ INACIO LULA DA SILVA 

We have an opportunity to do things 
we haven’t done in the past. There was 
a time when the world started to be¬ 
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lieve that the markets didn’t need any 
kind of regulation. Anyone could in¬ 
vest money as they wished* The banks 
could do whatever they wished, I don T t 
want the president [of a country] or 
the state managing the economy. But 
I want government to drive econo¬ 
mies and be a regulator at the same 
time. One of the reasons for the global 
economic crisis was the [behavior 
of] the banks, especially in the U.S. 
They had no parameters on leveraging 
their loans. When a bank leverages an 
amount of money that is many more 
times its net worth s I say this bank is 
lending money that it doesn’t have. 
Thank God，in Brazil we have a finan¬ 
cial system that is highly regulated* 
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Introducing a corporate stimulus 
package that eliminates the package. 

The new Xerox ColorQube^ multifunction printer uses unique cartridge-free Solid Ink technology* which is non-toxic, 
mess-free and reduces waste by 90%. Better yet, you can also save up to 62% on color prints. The ultimate win-win. 
What's more, this high-performance line of MFPs can handle the busiest of workloads without compromising image 
quality. Finally, good news for both business and the environment 

1.800-ASK-XEROX 

FinallyColorIsLess.com 
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You can only leverage 10 % of youT net 
worth. So when the crisis came f Brazil 
had sound and strong institutions to 
confront it. Now the G-20 has the 
opportunity to rethink the role of the 
government, IVs very easy to govern 
when everything is going smoothly. 
But leaders exist to govern in the face 
of difficulties* 

In Brazil f we had no credit to finance 
used cars. And I told the Bank of 
Brazil, the state-owned bank, to buy 
a private bank that had expertise in 
financing used cars. For what reason? 
We wanted credit to continue flow¬ 
ing, This is the sort of time you need 
the state. My concern with the G-20 
is that the leaders are now becom¬ 
ing [complacent] because the crisis 
is passing and they won’t change 
anything. We have to change* We have 
to change the role of the IMF and the 
World Bank* And we have to control 
the international financial system 
so [financial institutions] cannot 
leverage many times more than their 
net worth. It ! s difficult because each 
[leader] has [his or her] own domes¬ 
tic public. But if you 7 re a leader^ you 
have to think what will help solve the 
worlds problems* 

But do you worry that we could have 
too much regulation and too much 
government ownership of business? 

I don’t want too much government or 
minimum government either. Bra¬ 
zil has found a middle path. When a 
major company wants 
to make an invest¬ 
ment in Brazil, [we have 
discussions] about 
what region would be 
[appropriate for] the 
investment* Why? So we 
can encourage regional 
development. That’s the role of the 
government, I think we learned a les¬ 
son from the global crisis. Remember 
when oil went to $150 a barrel. Soy 
beans also went up. There was acom- 
inodity bubble. That was investors 
getting out of the subprime market 
and rushing to the futures markets for 
food and oil. Otherwise ^ there is no 
explanation for oil going from $30 up 
to $150 in such a short time* We cannot 
allow this kind of speculation because 


this harms the poorest people in the 
world* It brings damage to job cre¬ 
ation* We want the welfare of society 
to grow together with the economy* 
Otherwise, the economy grows for 
only half a dozen people. 

Can you talk about Brazil's strengths T 
such as agriculture and oil? 

Brazil has extraordinary possibilities 
because we have one of the largest 
land [masses] in the world available 
for agriculture, fust to give you an 
idea^ the sugarcane that produces eth¬ 
anol takes up less than 2% of all land 
in Brazil* But we have to be careful 
that prices [of agricultural commodi¬ 
ties] don't go beyond the purchasing 


power of the people that need food. 

Now, on the oil issue，I believe the 
price should be stabilized, [The cost 
of] oil should not strangle countries. 
Brazil already is self-reliant on oil. We 
just discovered great deposits of deep- 
sea oii fields—huge reserves at 7,000 
meters of depth. [The oil money] will 
be used to invest in education, science, 
and technology so we can end poverty 
and solve chronic problems. We don’t 
want to sell crude oil. We want to sell 


added-value products. That’s why we 
are building new refineries. We want 
to sell gasoline. 


IVIANAGING FORWARO \ 

THE RESET ECONOMY \ 

Getting ready for the \ 

post- recession warW \ 

How is Brazil’s economy doing? \ 

Weh ave a lotto do, but Brazil is expe- \ 
riencing a magical economic moment* \ 

This global crisis hampered us, and I had \ 
to ask the people to buy more because the \ 
newspaper headlines almost created panic. 
But the economy grew 0.9% in the second 
quarter, and it can grow around 5% in 2010, 
We are developing a strong policy of income 
transfer to the poorest of the population. 

We made a commitment to build 1 millioTi 
new houses for low-income [families]. We 
have almost $359 billion in infrastructure / 
projects. From 1950 to 1980 1 Brazil grew at / 
over 7% a year; one year 14%—more than / 
China today. Nevertheless，what hap- / 
pe ned? There was no income distr ibu- 
tion. The rich became even richer. The / 
poor became very poor. Now we have / 
reversed this game. We want to lever- / 
age the poor. The better off the poor / 
are, the more we improve ttie lives of / 
the business community , 丨 BW 1 


Maria Bartiromo is the anchor of 
CNBC J s Closing Bell and writes the blog, 
Maria Bciriiromoiihuestor A 辟 nda，at 
iriFestoragfertda. cnbacom 


We want the welfare of society to grow... 
with the economy* Otherwise, the econ¬ 
omy grows for only Haifa dozen people 
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Smarter business fora Smarter Planet: 


Is it possible to build a supply chain 
that delivers intelligence? 


The opportunities of an interconnected world come with a host of challenges for today’s supply chains: rapid 
wage inflation, spikes in commodity prices, unpredictable currency rates. Transportation costs alone can 
fluctuate by as much as 250% per year. IBM helps companies manage cost volatility by building flexibility into 
supply chains—interconnecting everything from customers to suppliers to IT systems. Allowing businesses 
to shift workloads around the globe, adjust inventory based on changing demand and respond to currency 
fluctuations by realigning global partnerships. This kind of flexibility is helping companies in industries as 
diverse as healthcare, retail and electronics adapt to market changes and cut costs. In fact, last year, 

IBM helped build flexibility into 17 of the world S s top 25 supply chains. 1 



'According 2009 AMR Research! Supply Chain Top 25. DBM, IBM logo, ibm.com. Smarter Planet and tie planet icoo ar$ trademarks of Enternational 
Bias inessMachims Corp., ra g i sta red inmanyju risdi ctiona wor Idwida.OtJierp rod uct andse rvica n ame smigMhetrad ema rhs of IBM or otlier comp anies. 
A Ib&t of IBM is- s 抑 ilsble at www. I Ijni-cofti/legal/copyitade-Shiiin I. © lnt&rrtst*ortal Machine Cofporafiion 2009 - 
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MANAGING FORWARD 

THE RESET ECONOMY Getting ready for the post - recession world by john carey 



REWIRING 

THE UTILITY BUSINESS 


Peter A. Darbee used to dock his three children 50<f when they left a room 
without turning out the lights. Now, as CEO of PG&E F the former investment 
banker and high school wrestling champion is trying to save energy on a grander 
scale* Paradoxically, he is helping his customers buy less of his product* “When 
1 tell big customers we would be happy if we sold them less electricity, they 
look at me like I’ve burned out a few brain cells,” says Darbee. But the logic 
is inescapable, “You are not making a lot of money anymore building large 
power plants," says Jon Wellingholf, chairman of the Federal Energy Regulatory 
Commission. “You have to figure out what business you are in，big time. n 

How can utilities make more by selling less? Instead of spending %2 billion on 
a new 1,000 -megawatt power plant, it can use the money to insulate homes, pay 
customers to install more efficient equipment, and make the grid smarter. Those 
steps would slash power consumption, eliminatiTig the need for the power plant. 



O 


The CEO would then ask the state pub¬ 
lic utility commission to raise electric¬ 
ity rates enough to pay for the $2 billion 
investment—plus a negotiated profit— 
just as he would fora new power plant. 
If the commission agrees, the utility 
gets revenue from its investment. 

At the same time, customers r bills 
may go down. The reason: Even though 


the price of electricity will be higher, 
customers who comply will be using 
much less power—and those who don’t 
will effectively subsidize those who 
do - u Energy - efficiency programs cost 
electricity customers less than half 
what they pay to help fund a new power 
project 广 explains Darbee* Boosting 
efficiency also reduces greenhouse gas 


emissions , which will provide another 
monetary gain for utilities if the nation 
puts a price on such emissions {page 55)* 
PG&E has spent hundreds of millioiis 
handing out energy-efficient light 
bulbs and performing energy audits 
for companies to identify potential 
savings. In return, the California public 
utility commission has granted PG&E 
an extra payment representing a share 
of the energy savings. On Sept, 24, 
California approved $3,1 billion in ad¬ 
ditional spending on energy - efficiency 
efforts by the state’s utilities* Other 
states aTe taking 
similar steps. “This is 
where we will make 
our money in the 
future" says fames E, 
Rogers, CEO of Duke 
Energy. ^ The business model funda¬ 
mentally changes in the 21st century.” 

Success isn’t a sure bet. “Some 
regulators have not yet understood and 
embraced this" says Darbee. “It really 
entails stepping through the looking 
glass.” What T s more r the same innova¬ 
tions that produce efficiency gains also 
bring competition* A number of com¬ 
panies have sprung op to work directly 
with customers to save energy, snaring 
the profits that come from efficien¬ 
cies, And utilities will face rivals on the 
power generation side as entrepreneurs 
develop solar ， wind, or other sources 
for homes and businesses that maybe 
as common as refrigerators. “I Ve got 
to believe that energy production and 
storage [systems] become commodi¬ 
ties" says Ralph Izzo, CEO of Public 
Service Enterprise Group, a New Jersey 
utility, “It would completely eliminate 
the utility as a monopoly" 

Asa result of these pressures, many 
companies will suffer the fate of the di ， 
nosaorsj says industry consultant Roger 
W* Gale* David Crane, CEO of NRG En¬ 
ergy in Princeton^ N*J.，acknowledges 
the threat; “If we are not doing things 
completely differently by 2030, we will 
be in a world of hurt" he says, 1 ew 


Darbee is betting 
PGdE can make 
money by selling 
less power to its 
customers 
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THE RECOVERY: IT’S THE HERD VS. HISTORY 

A growing consensus predicts a weak rebound from the recessions but that would go against 
both the latest data and a trend dating back nine business cycles 


There's an old saying in economic forecasting* The consensus is always wrong. 
But which way? The average forecast of the 52 economists surveyed by Blue Chip 
Economic Indicators calls for growth in real gross domestic product of 27% over 
the next four quarters, with the annual rate in any single quarter no greater than 
3%. This early in the recovery, it’s tough to argue that the consensus is either too 
pessimistic or too optimistic T but one thing is clear. The herd does not think the 
past tendency of strong recoveries to follow deep recessions will hold true this 
time* For example, in the first year after the severe slumps in 1973-75 and 1981- 
82, real GDP grew 6.2% and m respectively* 

The correlation between the depth of recessions and the strength of recover¬ 
ies over the last nine business cycles is unmistakable* It relates to the extent of 
the cuts businesses make in output, payrolls, and inventories. It also reflects the 
amount of pent -up demand created as consumers and busi¬ 
nesses postpone spending. Like a rubber band, the economy 
A Q snaps back in proportion to how far it was pulled down, as 

1 h 3 consumers finally upgrade old 1 aptops and buy new clothes s 

and businesses replace inventories and worn-out equipment. 
If the consensus is right, the economy’s departure from past 
experience would be striking. Economist Robert J* Barb era 
at the research and trading firm ITG notes that after each of 
the past nine recessions, deep or shallow, real GDP has never 
required more than three quarters to regain its peak level prior 
to the downturn. If GDP staged a full recovery over the next 
three quarters, the economy would g?:ow at a 5,4% annual rate. 
Even stretched over four quarters, the pace would still be 4,1%, 
The common argument is that the usual rebound effect 
will be limited by the aftershock of the financial crisis: Credit 
growth is plunging, because households need to onload debt 


Average 
number of 
quarters for 
GDP to 
regain its 
ibysiness- 
cyde peak 
in the 
past nine 
recoveries 

Data ： ITG, SW 


and save more amid lost wealth and 
tight credit, limiting the business 
sectors response. However, that T s no 
sure thing. Data on credit flows are not 
particularly useful for predicting the 
strength of a recovery, according to 
economists at Barclays Capital. They 
note that in the strong upturns of the 
1970s and 1980s, consumer spending 
accelerated well before the upturn in 
consumer credit. 

Early in recoveries, the growth of 
household income is a more important 
impetus to spending than credit. As 
job losses fade, pay from wages and 
salaries, about 60% of aftertax in- 


comej will turn up, as it did in July for 
the first time in nine months- Also, a 
lot of spending is done by households 
and businesses that either don’t need 
to borrow or have goad credit quality. 

The recovery's oomph will also turn 
on how much income households feel 
they need to put away to eliminate debt 
and restore nest eggs. Arising saving 
rate weighs heavily on the growth of 
consumer spending. However, with 
savings in the second quarter already 
at 5% of aftertax income r up from 1.2% 
in early 2008, the saving rate maybe 
about as high as it needs to go to give 
households the cushion they want. 


Historically saving behavior loosely 
tracks the ratio of household income to 
wealth. As that ratio rises，in this case 
because of plunging stock prices and 
home values, so does the savings rate* 
By the second quarter the ratio had ris¬ 
en to the levels of the early 1990s, when 
the saving rate was about 6%^ close to 
where it is now. Moreover, households 
in the second quarter recovered ^tril¬ 
lion of the $14 trillion in net worth lost 
during the recess ion T and rising stock 
and home prices imply another gain of 
about $2 trillion this quarter. 

So far 7 the raft of surprisingly posi¬ 
tive data in recent weeks supports the 
more upbeat recovery scenario. In par- 
ticulaTj the index of leading indicators ， 
a composite of 10 gauges that tends to 
foreshadow recessions and recoveries, 
has turned up sharply (chart). Since 
March the index has grown at an 11.7% 
annual rate, the fastest five-month 
pace since the 1981-82 recession. 

For now p none of this will change the 
minds of the more pessimistic fore¬ 
casters, However, the historical pattern 
is on the side of the optimists* 1 bwi 

A KEY RECOVERY GAUGE 
REBO 圆 DS STRONGLY 

INDEX ： 2004=100 
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RENEWABLE ENERGY IS STILL 
STRUGGLING TO GAIN GROUND 


By Tara Kalwarski/Charts by Laurel Da unis-A lien 

Americans are using less renewable energy as a share of their total 
energy consumption than they did in the early 1980 s. And the 
oldest forms of renewable energy, water and wood, are in decline. 
Since 2000, alternative+energy companies’ shares have risen far 
less than those of traditional energy companies. 



High-end price 
per kilowatt-hour 
of energy from 
large solar-power 
plants, factoring in 
all costs over its 
lifetime, in 2007, 
2020 estimate: 

Dal a: Energy Inlormalion 
Administration 


Lackluster: An index that tracks 30 of the largest 
all b mative-energy stocks is down 13°/o since its 
launch vs. a 94% gain for big energy companies. 
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POWEmNG UP? 

Renewable energy has so far accounted for more than 8% of energy 
consumption in the U.S. in 2009 but remains below its 1983 peak oi 9%. 

PERCENT 

10 - 

RENEWABLES AS A SHARE OF TOTAL PRIMARY ENERGY CONSUMPTION 
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Hot Stuff: Wind has been the 
fastest-growing form of renewable 
energy over the past five years. 


RENEWABLE ENEROY 
CONSUMPTION BY SOURCE 
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Royal Bank of Canada 


Performance 
to move forward. 

For over 140 years, we’ve made it our business to focus on the 
fundamentals and consistently deliver results. 

That’s why RBC is a proven, secure financial institution with an 
18% Return on Equity in 2008 and an average ROE of 20% over 
the past five years- 

This consistent financial performance allows us to continue 
to strengthen our client relationships in the current market 
and deliver focused expertise, insightful thinking, and proven 
execution, everyday. 

Now，more than ever, put our performance to work for you, 
www.rbc.com/moveforward 


Capital Markets - Banking- Wealth Management - Insurance 



® The Lion & Globe design and RBC are registered trademarks of Royal Bank of Canada, 0 Copyright 2009* 



THE BUSINESSWEEK 



EDITED B¥ DEBORAH STEAD 



LUDDITES 

THE WORLD ， RELAX! 


News that Twitter’s latest cash infusion values the micro- 
blogging site at $1 billion may have confounded twittering J s 
critics, who say nothing worthwhile can be expressed in 
140 characters. To them—and to those who think Black- 
Berrys enslave Facebook supplants real relationships ， 
and texting makes ns illiterate—Dennis Baran has this to say: 
Nonsense. Worries about new ways of communicating, he 
has found, have existed for millennia. (Socrates objected to 
writing, in part because this “invention” eliminated the need 
to exercise the memory.) 

Baron, an English and linguistics professor at the Uni¬ 
versity of Illinois Urbana-Champaign ? has just published 
A Better Pencil: Readers, Writers, and the Digital Revolution 
% (Oxford University Press), One reason he wrote the book T he 

? says, was to remind today’s Luddites of the skepticism that 
g reliably greeted each new communication device in the past. 

I Consider the mid-19th century T s Twitter: the telegraph. 


About America’s “great haste" to establish instant trans¬ 
continental communication in the 1840s, Henry David 
Thoreau scoffed: K Maine and Texas T it may be, have nothing 
important to communicate ^ 

Three decades later, the telegraph's inventor, Samuel 
Morse, declined to buy the patent rights for the next new 
thing—the telephone* It provided no permanent record of 
a conversation, he complained. In iSSo t Western Union re¬ 
fused the offer, too, asking “whether any sensible man would 
transact his affairs by such a means of communications^ 
When the typewriter came into widespread personal use 
in the 1930s, The New York rimes editorialized against the 
machine on the grounds that it usurped the art of H writing 
with one’s own hand" And T Baron writes, "because typing 
resembled printed texts, critics groused that typewriters 
gave too many would-be writers access to authorship^ an 
argument that should sound familiar to today's blog bashers, 
Baron acknowledges that we don T t know what the long¬ 
term social and cognitive impact of file computer revolution 
will be. But he ? s clearly on the side of the tedmophiles* To 
people who don’t “get” Tweets, he has this advice: “Just 
think of them as little haikus,” Gibson 
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What’s the best way for a com¬ 
pany to disarm a disgruntled 
customer? A simple apology 
beats a cash rebate, according to 
a new study* 

Researchers at Britain 、 Not¬ 
tingham School of Economics 
worked with a large German 
wholesaler that sells goods on 
eBay, tracking the lukewarm or 
negative comments posted on 
the site by the company's cus¬ 
tomers over six months. 

They then responded to the 


632 complaints— 
about defective salt 
shakers, say, or the 
late delivery of a 
leather belt. Half 
of the e-mailed 
responses offered a 
brief apology. Half 
offered instead a 
"goodwill gesture" 
of a small cash 
rebate (from $3 to 
$8), All the e-mails 
asked the custom¬ 
ers to remove the 
comments they 
had posted online* 
For those offered 
the rebate, it was 
a condition of re¬ 
ceiving the cash. 

The result? 

About 45% of customers who 
received an apology withdrew 
their so-so or negative ratings, 
compared with 21% of those of¬ 
fered money to do so* 

Johannes Abeler, a Not¬ 
tingham research fellow and 
co-author of the study, says it T s 
worth noting that the e-mailed 
apologies were effective even 
though they were brief and im¬ 
personal-and asked for some¬ 
thing m return. His explanation? 
Despite the suspicions people 
might harbor, H apologies trig^ 
gei this biological instinct to 
forgive that is hard to overcome.” 
-Douglas MacMillan 


OUT OF THE lUSTBINdF HISTORY 


Sharing space with the greenest and 
sleekest at the just-concluded Frankfurt 
Auto Show: an electric-powered remake 
of the Trebant, the boxy, smoke-spewing 
car produced in East Germany from 1957 
to 1991. “It’s a historic car，” says Ron¬ 
ald Gerschewski, managing director of 
Wilkau-Hesslau IndiKer, the company 
behind the Trabant nT» still in prototype* 
Nostalgia for the old Trabi runs high— 
especially now, as Germany prepares to 
mark the 20th anniversary of the fall of 
the Berlin Wall, IndiKar and co-devel- 
oper Herpa, which sells miniature Trabi 
models, are seeking investors to bring the 
car to market as early as 2012. 

™ Moira Herbs tin fieriin 




A BREAK FROM THAT FIRST COMMERCIAL BREAK 


Will fewer commercials translate into better ratings—and^ thus，higher ad 
revenue—for ABC’s new fall lineup? The Walt Disney-owned network is omitting 
the first ad break for the initial few episodes of some of its new shows，including 
the sci- ft drama FiashForiytird and two comedies, Eastwick and Modern Family. 
The idea is to draw viewers deeper into the story so that when the first commercial 
does come—after 巧 minutes rather than the usual eight—they 41 be less tempted 
to switch away, ABC executives say that if the ratings and advertiser response are 
good, they may cot out the ad break—adding extra minutes to the show itself — all 
season long* Marketing and media consultant Dennis Keene says while networks 
have no control over how engaging coininercmls are, one thing they can do is re¬ 
duce the total number of ads “in the hope that engagement scores for the remain¬ 
ing ads get better 尸 -Dauid Kiley 
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INNOVATIVE COMPANIES LIKE RIM SUCCEED IN ONTARIO. 
YOU CAN CHECK THAT ON YOUR BLACKBERRY smartphone. 

The indispensable communications toot you hold in your hand is the product of 
an Ontario-bred company. More than that, it's the product of a province that 
nurtures innovative minds - world-class universities flourish here, like the 
University of Toronto and the University of Waterloo - where Research In Motion 
got its start in 1984. If your business thrives on innovation, it will thrive in Ontario. 
The world works here. 
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A FRAYING 
LIFELINE FOR 
HOMEOWNERS 

Lenders are reining in short sales 
aimed at helping troubled borrowers 


By Christopher Palmeri 

Troubled homeowners maybe losing 
a major lifeline: so-called short sales. 
To get bad loans off their books and 
spur home sales, lenders have been 
forgiving the difference between the 
outstanding mortgage balance and 
the purchase price. Banks were never 
eager participants in short 
sales，and now financial 
firms—even those that 
cmi offload losses to the 
government — are balking 
at such transactions. Some 
lenders are forcing the 
sellers to pay extra money 
at closing. Others want a 
promissory note for part of 
tlie amount due. 

The situation could be 
a setback for the already 
wobbly housing recovery. 

A record one-third of borrowers owe 
more on their mortgage than their 
properties are worth, notes research 
firm First American CoreLogic. The 


number of underwater homeowners 
will only continue to rise since values 
are stEl falling* And if distressed bor¬ 
rowers can't negotiate short sales ， 
more maybe forced into foreclosure, 
further depressing prices. 

Since the housing bust, short sales 
have been a key part of the market. 

They accounted for 12% 
to i8To of national home 
sales over the course 
of this year. In sudi 
hard-hit areas as Miami 
and Phoenix, roughly a 
third of listings involve 
underwater mortgages, 
according to real estate 
brokerage ZipRealty, 

Both sellers and lend¬ 
ers have seen short sales 
as a preferred option to 
foreclosure. The deals are 
less damaging to a borrower^ credit. 
For banks they T re generally cheaper. 
Homes in short sales fetch more than 
foreclosed properties. And lenders 


12 % 

The amount of ex¬ 
isting home sales 
that are short-sale 
transactions 

Data ： National Assodation 
of Realtors 



often have to pay tens of thousands 
of dollars in legal and maintenance 
expenses on distressed properties* 

But some banks are changing their 
stance. With profits improving and 
access to capital loosening, lenders can 
afford to play hardball. Today banks 
take 9,5 weeks to Tespoild to short-sale 
requests r vs, 4.5 weeks a year ago f says 
research firm Campbell Communica¬ 
tions, “When the banks couldn’t make 
payroll, it was a lot easier to deal with 
them 厂 says fake Naumer, an adviser 
in St, Louis who has negotiated with 
lenders on behalf of homeowners, 
"Now they want to extract every nick¬ 
el" Lenders argue they have every right 
to pursue the money they ? re owed. 

Las Vegas real estate agent Rob 
Jenson lost a deal after lenders dragged 
their feet. In April, buyers agreed 
to pay $747,000 for a five-bedroom 
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Spanish-style home T the owner of 
which had $1.3 million of loans on the 
property* Jenson contacted the lender, 
Bank of America, about forgiving the 
remaining amount. BofA responded 
four months later, saying it wanted an 
additional $19^000 in cash from the 
seller，ora $38^000 promissory note 
payable over 10 years. Says a BofA 
spokesman: “A selling homeowner 
maybe expected to reasonably partici¬ 
pate in the shortfall on a sale, unless a 
finaTicial hardship is demonstrated^ 

SOROS AND DELL 

When the homeowner wouldn’t come 
up with the money, Jenson agreed to 
give the bank $7,500 of his commis¬ 
sion* BofA agreed to the terms. But 
by then the buyer had walked away. 
^They T re losing more money in the 
long run 广 says fens on. 


Asa policy, One West Bank requires 
borrowers who sell their homes for less 
than the mortgage to pay part of the 
difference. One West ? formerly Indy¬ 
Mac Bancorp T was taken over last year 
by the Federal Deposit Insurance Corp, 
and purchased in March by a group 
of investors that includes billionaires 
George Soros and Michael S* Dell* As 
part of that deal, the FDIC agTeedto 
eat most losses after the first $2.5 bil¬ 
lion. Given the governments broad 
support of One West, some real estate 
agents and sellers are frustrated that 
the lender wants a promissory note— 
especially iti cases where the govern¬ 
ment is picking up some losses. 

The lender is currently review¬ 
ing its short-sale policies* In one 
recent deal^ One West agreed to forgo 
a $ 75,000 promissory note from the 
seller ’ 48-year-old Chris Fox, an un¬ 


employed consultant in the hospitality 
industry. But it did so only after Fox 
complained on a local TV station in 
Phoenix, “It drives me up a wall/ 1 says 
Robert G- Hertzog^ Fox’s real estate 
agent* “They were holding my client 
hostage." The short-sale transaction is 
set to close in late October* One West 
says it services the loan but doesn’t 
own it f and therefore the government 
isn T t on the hook for related losses. 

The chain of creditors may be com¬ 
plicating short sales. If a borrower has 
two mortgages on a house, both lend¬ 
ers must approve the transaction. And 
the banks that hold second mortgages 
maybe getting tougher, as their stakes 
get wiped out by sharply reduced 
property values* Bob Dalsimer, an 
agent in Irvine ， Calif” says BofA used 
to accept a token amount to relinquish 
its claim on a short sale where it held 
the second mortgage. Now iVs asking 
for 5% of the sale proceeds. 

Sellers have little defense for now. 
Although some states prevent banks 
from pursuing additional claims 
agdnst owners in foreclosure, tore 
are no such rules in short sales* w We 
really need a more organized process,” 
says Guy Cecala, publisher of Inside 
Mortgage Finance, a trade publica¬ 
tion. In mid-May^ Treasury Secretary 
Timothy Geithner proposed rules to 
encourage the transactions, including 
government payments to the lenders. 
People familiar with the matter say 
new federal rules could be imminent. 

Borrowers who can’t sell their homes 
often fall deeper into a hole, fames 
Rosenthal, a 5 卜 year-old Los Angeles 
film editor, has been trying to sell his 
house in a short-sale deal for more than 
a yean The servicer, One West^ keeps 
misplacing his paperwork, he says* 
With income drying up, Rosenthal has 
fallen behind on his loan - One West 
says the mortgage is not eligible for 
federal reimbursement r and it would 
never intentionally delay a short sale. 

In the meantime the missed mort¬ 
gage payments t taxes t and late fees 
are piling up; as a result, Rosenthars 
mortgage has ballooned by $40,000, to 
$425,000. “To have the government re¬ 
capitalize [the lender] and get nothing 
in return...” he says, “The programs just 
aren't working” for homeowners, bw 
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that reimburses at those same rates? ^ 
This line of attack T along with warn¬ 
ings that a public insurance option 
would crush private insurers and lead to 
a nationalized U. S. health-care system, 
has gained some traction. On Sept* 29 
advocates of a public option failed to 
get it included in a key reform bill mov¬ 


ing through the Senate. But Speaker 
Nancy Pelosi (D-Calif.) and her liberal 
allies have kept tlie idea alive in the 
three House bills still in pky. It’s un¬ 
clear whether President Barack Obama 
will demand the inclusion of a public 
insurance option in any final deal* 

In the end, a compromise bill is 
likely to allow foia publicly backed 
insurer lateT if promised cost savings 
don’t occur. For now，Pelosi argues 
that creating a public insurance option 
could trim $100 billion from the cost 
of covering the uninsured- Proponents 
add that government competition 
would force private insurers to lower 
premiuins, making coverage more af* 
fordable for all. 

But the business community keeps 
cranking out studies undercutting 
such arguments. The insurance in- 


026 WHY BUSINESS FEARS 


THE PUBLIC OPTION 


Executives contend that it will lead health-care 
providers to charge patients in private plans higher rates 


By Jatie Sasseen and Catherine Arnst 
The Obama Administration^ pro¬ 
posed overhaul of the U,S, health-care 
system—and the possible creatioTi 
of a publicly managed insurer—has 
unnerved much of the business com- 
mimity. Business lobbyists don’t buy 
the White House line that reform plan^ 
will reduce the explosive growth in 
health-care costs* Instead they see 
ObamacaTe shifting much of the cost 
of extending coverage to 45 million 
uninsured Americans onto the backs of 
major companies and private insurers. 

To understand why, you have to wade 
into the murky waters of a debate over 
an alleged industry practice called cost 
shifting. The U.S* Chamber of Com¬ 
merce and the National Association 
of Manufacturers contend that Uncle 
Sam has long underfunded public 
health programs such as Medicare and 
Medicaid* That has prompted hospitals 
to jadoip the rates they charge patients 
with private insurance to make up any 
losses. Insurers tlien pass those costs to 
companies in the form of higher premi¬ 
ums. But plenty of economists say such 
concerns are overblown* 

If the government jumped into the 
health insurance field, this whole rob- 
Peter - to - pay - P aul dynamic would 
intensify, public option critics say. 

R. Bruce Josten, the U,S, Chamber of 
Commerced top lobbyist, cites data 
that Medicare (which covers elderly 
Americans) reimburses just 78% of 
health-care providers J costs on aver¬ 
age. The Medicaid program for low-m- 
come patients doles out even less, “The 
government doesn T t try to reimburse 
at market rates, and that just results in 
a lot of cost shifting back to premium 
payers " he says. “So why would we 
want to let them set up a public plan 
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dustry trade group, America's Health 
Insurance Plans (AHIP), compared 
the lower reimbursement rates for 
health care paid by public programs vs. 
private payers. The group claimed the 
difference reflects cost shifting, which 
added an estimated $1,512 to the aver¬ 
age premiums paid by a family of four* 
"The existence of the private sector 
allows that shift T ” says Karen Ignagni, 
the head of AH IP. “If you clamp down 
on one side of a balloon, the other side 
just gets bigger, 

PRICE DiSCRIMiNATiON? 

Still, many economists suggest busi¬ 
ness is overstating the level of cost 
shifting, “This debate has a religious 
nature to it,” says Rick Mayer, an as¬ 
sociate professor of public policy at the 
University of Richmond. While a ma¬ 



jority in the industry insists that cost 
shifting occurs ^ he says, “most health 
economists just don’t believe in it*” 
He and others argue that hospitals 
and other providers aren’t engaged 
in cost shifting as much as in price 
discrimination. Take that $1,512 dif¬ 
ference claimed 


in the black on Medicare payments by 
operating more efficiently, reducing er¬ 
rors, and keeping their costs in check— 
without any loss in quality of care. 

A Congressional Budget Office 
report issued in December zoo8 r 
which also debunked the notion of cost 


by AHIR Critics 
such as Austin B* 
Frakt^a health- care 
economist at Boston 
University School 
of Public Health, 
say the as sump- 


The public option debate is essentially a 
tussle over who will shoulder the huge costs 
of covering 45 million uninsured Americans 


tioiis behind that number are flawed. 
He argues there is no reason to assume 
that if Medicare reimbursement rates 
were to go up, hospitals would charge 
private insurers any less. Just an airlines 
charge different prices for the same 
seat, depending on when and how it is 
purchased，hospitals and doctors seek 
more money from private insurance 
plans than from Medicare. They don’t 
do so because they must to avoid losing 
money but because they can. “If you 
have lots of market power, then you can 
demand higher payment" says Frakt, 
adding that most regions are doniinat- 
ed by just a few large hospitals. 

A study by the Medicare Payment 
Advisory Commission (MedPAC), 
an independent panel that advises 
Congress on Medicare issues, bolsters 
Frakt J s argument. The March report 
looked at historic pricing patterns and 
concluded that a hospital’s market 
strength—not losses on its Medicare 
business—causes private insurers to 
pay much higher rates» 

In the 1990s, says MedPAC t private 
insurers used managed care to curb cost 
hikes by hospitals, reimbursing only se ， 
lected doctors and hospitals at prede¬ 
termined rates. But by 2000 a backlash 
against managed care by doctors and 
patients, combined with consolidation 
in the hospital industry, gave hospitals 
the upper hand in rate negotiations, 
and costs began rising again. 

Not surprisingly, hospitals with the 
most market power charged private 
insurers the most and had the highest 
overall profit margins ^ according to the 
study* By contrasty hospitals that were 
not able to demand higher payments 
from private insurers managed to stay 


shifting, suggested that hospitals “fac- 
ing shortfalls in payments” would run 
leaner, more efficient operations- More 
efficient hospitals might also reduce 
their rates foT private insurers. 

Whatever the reality, the debate over 
cost shifting isn’t going away. With 
the House certain to include a public 
option in its bill, the key fight between 
liberals and more conservative Demo¬ 
crats is over what reimbursement rates 
it will pay. The health-care debate, in 
all its complexity, really boils down to 
this: If you are going to cover imm - 
sured Americans t someone will have 
to pay if the reform plans on the table 
don't deliver promised savings* And 
plenty of business executives worry 
that one way or another, that burden 
will fall to them, ibw 
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The Maryland Case 

An article in the September-Octo- 
be r issue of the journal Health 
Affairs points to Maryland as a 
model of how states can use 
negulatlan to prevent cost shifting. 
Since 1977 the state has required 
that private insurers and Medicare 
reimburse hospitals at the same 
rate. As a result Maryland's average 
hospital cost per patient was 2% 
below the national average in 2007, 
compared with 26% above in 1976. 



To read about Maryland's experience, 
goio littp://bx.businessweek.com/ 
Ithcare-system/niferenca/ 
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028 THE FDIC’S 
GIFT TO BANKS 


NEW iUSlNESS 


Its plan to raise cash also offers a way for 
financial firms to boost capital and profits 


By Iheo Francis 


The Federal Deposit Insurance Corp. 
isn’t the only beneficiary of a plan to 
refill its coffers. The proposal, which 
the banking regulator announced on 
Sept, 29, also offers an intriguing way 
for financial firms to boost their capi¬ 
tal and raise their profits* 

Under the proposal, banks would 
prepay three years T worth of insur¬ 
ance fees, or roughly $45 billion. The 
money will help the agency dodge a 
cash crunch as it deals with a record 
number of failing institutions. So 
far 50 banks have been taken over by 
the agency in the third quarter, vs. a 
year ago. If the plan goes through t the 
banks would pay the cash upfront but 
take the hit to earnings over several 
years* Banks that don’t have the means 
to pay could seek an exemption. 

It T s a bit of financial legerdemain. 
Under accounting rules, banks record 
prepayments as if they had used the 
cash to buy an asset—in this case, 

FDIC insurance. Different types of 
assets have different capital require¬ 
ments depending on their risk. The 
FDIC argues these assets are backed by 


the government, and the 
banks shouldn't have to 
hold any capital against 
them. If they did have to 
come up wifli additioTial 
capital to cover these 
assets, banks might balk 
at paying their insurance 
ahead of schedule. ^The 
FDIC S guaranteeing it f 
and the federal govern¬ 
ment is guaranteeing 
the FDIC，” says fohn F. 

Bovenzi, until May the 
agency's chief operat¬ 
ing officer and currently 
a partner at industry 
consultancy Oliver Wy¬ 
man Financial Services, “It looks like 
a creative way to deal with a difficult 
situation 

Here’s where it gets interesting 
for the banks. Deep within the pro¬ 
posal, the agency calls for similar 
treatment for other assets backed by 
the FDIC, for the sake of consistency* 
Those assets include the roughly 
S300 billion worth of special, 

FDIC- guaranteed b onds issued 
since the financial crisis 
kicked into high gear late last 
year* Right now the bonds 
are considered akin to high- 
quality debt, and the banks 
have to hold $1,6 million of 
capital for each $100 million 
of ttie bonds they own. The 
shift means banks would 
no longer have to set aside 
money to cover potential 
losses onFDIC-backed 
securities. The result: Some 
banks > cushion of capital 
would look plumper practi¬ 
cally overnight. 


A similar change could add 
to profits. The FDIC is also look¬ 
ing at putting banks 7 deposits at 
other insured institutions in 
the same risk-free category. 

That could prompt banks to move 
some of the $388 billion in reserves 
they now warehouse at the Federal 
Reserve into other FDIC -backed in¬ 
stitutions. If they do, banks could earn 
a much higher rate on the money. The 
Fed pays a paltry 0.25%, compared 
with about double that for bank de¬ 
posits, ^Banks will have a big incentive 
to take funds from the Fed and lend 
them to each other," says a banking 
analyst at a major money manager* 
could see some very creative deposit 
pools forming^ 

Some banking experts question 
whether the FDIC’s proposal would 
have unforeseen consequences, par¬ 
ticularly if banks spread their deposits 
around dozens of institutions. If bank 
failures continue to mount, the agency 
might ftnd it difficult to untangle 
all the interlocking deposits. Says 
Mark Gertier, an economics profes¬ 
sor at New York University: “If they 
all started doing this, the FDIC might 
reconsider the rule,” 1 bw 
-With Peter Coy in New Ybrfe 


THE CASH CRUNCH 

The FDICs coffers have been depleted as 
bank problems mount 


NUMBER OF FAILED BANKS 



Data: Federal Deposit Insurance Corp, 
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'Through Sept 29 



FDIC Chief Bair: 
The proposal 
could raise 
$45 billion for 
the agency 
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Cf I was originally too embarrassed 


to have 


f the talk 9 


with my doctor, but now 
I wish I'd done if sooner. 


S ， , \ 


Your Doctor Talks to Men 
About ED Every Day 

Your doctor will tell you that erectile 
dysfunction (ED) isn't something to keep to 
yourself, or to be embarrassed about. Its a 
common medical condition he can treat. 



Running the Numbers 

Did you know half of all guys 
over 40 have some form of 
ED? Here are some 
numbers to keep in 
mind from a recent 
survey of men with ED; 


命 


of men were 
anxious about 
miking to their 
doctor about ED. 


of men felt relieved 
after talking ro 
their doctor. 


Tell Me 
More 

To learn more 
about VIAGRA for the 
treatment of ED, and ED in 
general, visit viagra.coni today. 
You'll find an online sexual health 
quiz, videos of guys with ED 
whoVe had the VIAGRA Talk 
and other helpful information. 

Over 20 million men have already 
had their VIAGRA Talk. Isn't k 
time you had yours? 


Don’t Keep Your 
Questions Bottled Up 

The hardest parr about 
having H the calk' is 
getting those first 
few words out. 




Here are some ideas 
to help you break 
the ice when your 
doctor asks how 
everything’s going: 

The Direct 
Approach ： 

"1 have trouble 
sometimes 
in bed. 
Could it 
be ED?" 


The Indirect Approach: 

"Is it true age afFects 
sexual performance 厂 

The Silent Approach; 

Just hand this ad to your 
doctor, he’ll rake it from there* 


Important Safety Information 

We know thac no medicine is for everyone* 
Don e take VIAGRA if you rake nitrates, 
often prescribed for chest pain, as this may 
cause a sudden unsafe drop in blood pressure* 

Talk with your doctor first. Make sure your 
heart is healthy enough to have sex* If you 
have chest pain, nausea, or other discotnforrs 
during sex, seek medical help right away* 

As with any ED tablet, in the rare event of an 
erection lasting more than four hours, seek 
immediate mecucal help to avoid long-term injuty 

In rare instances, men who rake PDE5 
inhibirors (oral erectile dysfunction medicines, 
including VIAGRA) reported a sudden 
decrease or loss of vision, or sudden decrease 
or loss of hearing. Ir is nor possible to determine 
whether these events are related directly to 
these medicines or to other factors. If you 
experience any of these symptoms, stop 
talking PDE5 inhibitors, including VIAGRA, 
and call a doctor right away. 

The most common side effects of VIAGRA 
are headache, facial flushing, and upset 
stomach. Less common are Bluish or blurred 
vision, or being sensirive to light. These may 
occur for a brief time. 

VIAGRA does not protect against sexually 
transmitted diseases including HIV 

Please see Imporranr Facts for VIAGRA on 
the following page or visit viagra.com for full 
prescribing information. 

For free information^ including questions 
to ask your doctor ； call 1-888-4VIAGRA 
(1^888^484^2472)* 

VIAGRA 

(sildenafil citrate)tablets 


You arc encouraged to report negative side effects of prescription drugs to the FDA, 
Visit mvt 仏 FDAfv/meifn ⑽ A or aiW 1-800-FDA-10SS* 


VGU00565C @£009 Pfizer Ire, 
All rights reserved. 











IMPORTANT FACTS 


(^lUena/ii citrate) 


(vi-AG-rah) 


IMPORTANT SAFETY INFORMATION ABOUT VIAGRA 

Never take VIAGRA if you take any medicines with nitrates. This 
includes nitroglycerin. Your blood pressure could drop quickly. It could 
fall to an unsafe or life-threatening level. 


^ABOUT ERECTILE DYSFUNCTION (ED) 


Erectile dysfunction means a mun cannot gel or keep an ereciion. Heallh 
problems, injury, or side effects of drugs may cause ED. The cause may 
not be known. 


fABOUT VIAGRA 


VIAGRA is used lo treat ED in men. When you want to have sex, 
VIAGRA can help you get and keep an erection when you are sexually 
excited- You cannot get an erection just by taking the pill. Only your 
doctor can prescribe VIAGRA. 

VIAGRA does not cure ED. 

VIAGRA does not protect you or your partner Jrom STDs (sexually 
IransmUied diseases) or HIV. You will need Lo use a condom. 

VIAGRA is noia hormone or an aphrodisiac. 


WHO IS VIAGRA FOR? 

Who should take VIAGRA? 

Men who have ED and whose heart is healthy enough for sex. 

Who should NOT take VIAGRA? 

• If you ever take medicines with nitrates: 

* Medicines that ireal chest pain (angina), such as niiroglycerin 
or isosorbide mononitrate or di nitrate 
_ If you use some street drugs, such as "poppers" (amyl nitrate or 
nitrite) 

• If you are allergic to anything in the VIAGRA tablet. 


BEFORE YOU START VIAGRA 

Tell your doctor i! you have or ever had: 

* Heart attack, abnormal heartbeiits, or stroke 

* Heart problems, such as heart failure, ciiesi pain, or aortic valve 
narrowing 

* Low or high blood priess 脚 

* Severe vision loss 

* An eye condition called reimitis pigm&niosa 

* Kidjiey oi - liver problems 

* Blood problems, such as sickle cell anemia or leukemia 

* A deformed penis, Peyronie 7 s disease, or an erection that lasted 
more Lhan 4 hours 

* Stomach ulcers or any kind of bleeding problems 

Tell your doctor about all your medicines. Include over-ihe-counier 

medicines, vitamins, md herbal products. Tell your doctor if you 

Lake or use: 

* Medicines called a Ip ha-blockers to treat high blood pressure or 
prositUe problems. Your blood pressure could suddenly get too 
low. You could get dizzy or faint Your doctor may start you on a 
lower dose of VIAGRA. 

* Medicines called protease inhibitors for HIV. Your doctor may 
prescribe a 25 mg dose. Your doc lor may limit VIAGRA lo 25 
mg in a 48-hour period, 

* Other methods to cause erections* These include pills, injections, 
implants, or pumps. 


POSSIBLE SIDE EFFECTS OF VIAGRA 

Side effects are mostly mild Lo moderate. They usually go away afler 
a few hours. Some of these are more likely to happen with higher doses* 
The most common side effects are: 

* Headache * Feeling flushed * Upsei stomach 

Less common side effects are: 

* Trouble telling blue and green apart or seeing a blue tinge on things 

* Eyes being more sensitive to light * Blurred vision 
Rarely，a small number of men taking VIAGRA have 
reported these serious events: 

* Having an erection that lasts more than 4 hours. If the erection is 
not treated right away, long-term loss of potency could occur. 

* Sudden decrease or loss of sight in one or botli eyes. We do not 
know if these events are caused by VIAGRA and medicines like 
it or caused by oilier factors. They may be caused by conditions 
like high blood pressure or diabetes. If yoo have sudden vision 
changes, stop using VIAGRA and all medicines like it. Call your 
doctor right away. 

* Sudden decrease or loss of hearing. We do not know if these 
events are caused by VIAGRA and medicines like it or caused 
by other factors* If you have sudden hearing changes, stop using 
VIAGRA and all medicines like it. Call your doctor right away. 

* Heart attack, stroke, irregular heartbeats, and death. We do nol 
know whether these events are caused by VIAGRA or caused by 
other factors. Most of these happened in men who already had 
heart problems* 

Tf you have any of these problems, stop VIAGRA. Call your doctor 
fright away,___ 


/iioWTO TAKE VIAGRA 


Do： 

* Take VIAGRA only the way your doctor tells you* VIAGRA 
comes in 25 mg, 50 mg, and 100 mg tablets. Your doctor will tell 
you how much lo take + 

* If you are over 65 or have serious IWer or kidney problems, your 
doctor may start you at the lowest dose {25 mg). 

* Take VIAGRA al>oui I hour before you warn lo have sex. 
VIAGRA starts to work in about 30 minutes when you are 
sexually excited. VIAGRA lasts up to 4 hours. 

Don't: 

* Do not take VIAGRA more than once a day. 

* Do not take more VIAGRA than your doctor tells yon + Tf you 
think you need more VIAGRA, talk with your doctor. 

* Do not start or stop any other medicines before checking with 
、 your doc ion 


NEED MORE INFORMATION? 

* This is only a summary of important information. Ask your 
doctor or pharmacist for complete product iiifomiiilioii OR 

* Goto www,viagra.com or call (888) 4-VIAGRA (484-2472). 


Uninsured? Need help pacing for Pfizer medicine? Pfi^ei 1 
has programs that can help. Cal t-866-706'2400 or visit 
www. PflzerHelpfulAnswers .com. 

❿ KS by : 

DivisiM of Pfizer Inc, NY, NY ] 00] 7 
Rx Only ©2007 Pfizer Int: All rights reserved. Printed in the USA, 
r VGTF Rev 4 12/07 

Registered trademarks arc the property of their respective CHAiicrs. 
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WHEN THE CEO JOB 

IS SPLIT IN TW0~ 

Dividing the post often leads to grief. But Aeropostale’s 
new bosses know howto work together 


By (Watthew Boyle 

Management pundits have long 
warned about tlie perils of appointing 
co-CEOs. Attempts to split the CEO 
role over the years have led to clashing 
egos and crippling power struggles at 
such companies as Goldman Sachs, 
Citigroup，Martha Stewart Living 
Omnimedia，Charles Schwab^ Unilever, 
and Kraft Foods* The record is so bad, 
in fact, that many wonder why any 
board would split the role T particularly 
in a recession when decisiveness is key. 
“irs a marriage of convenience^ says 
Michael Useem, a management pro¬ 
fessor at the Wharton ScliooL “But like 
all marriages of convenience, it tends 
to lead to divorce pretty quickly." 

So some might wonder whether teen 
apparel retailer Aeropostale is sabo¬ 
taging its success with its Sept. 24 an¬ 
nouncement that CEO Julian R* Geiger 
would step down at the end of the year, 
to be succeeded by President Mindy 
C. Meads and Chief Operating Officer 
Thomas P, Johnson, But analysts took 


the news in stride, citing the retailer ! s 
“team-oriented culture” as a reason 
why the board paired Meads T who 
handles merchandising, with fahnson T 
who heads store operations. “They 
work very well together,” says UBS ana^ 
lyst Roxanne Meyer* ^That 's unique, 
especially given the egos in retail.” 
(Aeropostale declined to comment.) 

COMPLEMENTARY TALENTS 

Despite the obvious problems with 
power-sharing, a number of companies 
have made it work. Besides Aero¬ 
postale, companies that have co-CEOs 
include restaurant chains California 
Pizza Kitchen ^ Chipotle Mexican Grill ? 
and P.F* Chang’s China Bistro; technol¬ 
ogy companies Motorola^ Research 
In Motion (RIM), and Twitter; as well 
as food company f*M. Smucker and 
Indian outsourcing giant Wipro. 

What’s more ， some of them aTe 
thriving. The stocks of Chipotle and 
EF. Changes are up 56% and 66% T 
respectively, since they split the role in 


January. If leaders have complemen¬ 
tary skills and a proven track record of 
subsuming their egos to work together, 
notes senior partner David Bliss of 
consultancy Oliver Wyman Delta, “it 
can work, but it T s difficult *” 

The most successful pairs often 
consist of co-founders or veterans who 
started together when the company 
was small* RIM T s Jim Balsillie^ an out¬ 
going finance and strategy specialist, 
complements the engineering prowess 
of Mike Lazaridis. At California Pizza 
Kitchen, Larry S, Flax and Richard L, 
Rosenfield worked together as lawyers 
for 12 years before founding their Los 
Angeles restaurant chain 1111985, “The 
secret sauce is simple—we like each 
other,” says Rosenfield, who handles 
real estate and investor relations while 
Flax focuses on operations and the 
menu, H We know each other so well we 
can make important decisions without 
talking to each other.” The two even 
share a modest L-shaped office. 

The circumstances at Aeropostale 
seem to bode well, Geiger, 64, had 
shifted more responsibilities to Meads 
and Johnson over the past year. And the 
two came together recently to launch a 
store format alined at kids 7 to 12* Given 
the $1*9 billion chains need to augment 
its merchandising with an ability to 
tackle e - commerce^ industry recruiter 
Les Berglass says there’s reason to try 
“a different leadership models Many 
CEO jobs are now demandiTig enough 
for two people. The challenge is getting 
two people to pull it off- BW 


THANKS FOR SHARING? Divvying up chief executive resi>oiisibilities has had mixed results 


THE GOOD 

COMPANY: California Pizza Kitchen 
CEOs: Rick Rosenfield and Larry Flax 
SKINNY: Together Hiey founded 


the high-end pizza chain 
in 1985 and still 
run it today. 


THE BAD 

COM PANY: Kraft Foods 

CEOs: Betsy Holden and Roger Oeromedi 

SKINNY: They shared the top job from 
2001 to 2003, Then Holdeo 
was demoted amid 
sagging 

and left I M 7 ^ 


THE UGLY 

COMPANY: Citigroup 

CEOs: Sandy We 麵 and John Reed 

SKINNY: They had a tense relationship 
after the 199S merger of Citicorp 
and Travelers. 
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A LONG BET ON 

ELECTRIC CARS 


Why the Energy Depths funding of green-car startups 
Tesla and Fisker is unlikely to pay off 


By David Welch 

The Obama Administration is eager 
to establish a green auto industry and 
is willing to spend money to make it 
happen. So far the U.S. Energy Dept, 
has agreed to lend $8.5 billion to help 
companies large and small retool plants 
to make more fuel-efficient cars and 
develop new technologies. On Sept, 22, 
the Energy Dept, announced the latest 
such loan: $528 million fora Silicon 
Valley startup called Fisker Automotive 
that vows to produce 130,000 plug-in 
hybrids by 2013. 

The U.S. government believes in 
funding companies outside the estab¬ 
lished industry because it T s important 
to nurture new ideas. “We f re trying to 
create competition among technolo¬ 
gies in the marketplace^ says Matt 
Rogers, an Energy Dept, adviser. Fisker 
and Tesla Motor, another startup 
that has received $465 million in 
federal money, both say their cars are 
high-tech and have spurred plenty of 
consumer interest. But some experts 
believe the upstarts are too small to 
compete* “We^re pouring $1 billion into 
two companies without a future^ says 


industry watcher Maryann N* Keller* 
“The economics of the industry favors 
large companies" 

If the aim of industrial policy is to 
help nations become leaders in prom¬ 
ising new areas ^ then Fisker, say crit¬ 
ics, doesn’t pass the test. Founded by 
former Aston Martin de¬ 
signer Henrik Fisker^ the 
company is best described 
as an integrator—usiTig 
other people’s motor and 
battery technology, an en¬ 
gine from General Motors f 
and a Finnish contract 
manufacturer to build the 
cars. Fisker says it is more 
than an integrator, having 
developed its own chassis. 

Tesla has more cred¬ 
ibility as an innovator. It 
has the only true electric 
caron the road, and it 
designed the battery pack 
that provides the juice* Its techno¬ 
logical prowess prompted Daimler to 
invest 舌 50 million in Tesla and tap the 
company to make electric Smart cars. 
But it will be a huge challenge for 


A Fbk&r plug-in 
hybrid-electric car 
at the Frankfurt 
Auto Show in 
September 


$ 8.5 


billon 


Energy Dept, 
loans to help 
car companies, 
including Ford and 
Nissan, build more 
efficient vehicles 

Data: U.S. Energy Oept. 


either Fisker or 
Tesla to achieve suf¬ 
ficient scale. Selling 
100,000-plus cars a 
year requires a large 
network of dealers. Eventually Fisker 
will have about 100 stores nationally; 
Tesla has seven with a few more on the 
way. By contrast, Nissan, Toyota, Ford, 
and General Motors have thousands 
of dealers in multiple markets that 
will be able to sell and service electric 
and plug-in hybrid vehicles. The big 
players also lease cars , which is vital to 
reach affluent customers who have the 
wherewithal to try pricey new technol¬ 
ogy* Fisker and Tesla have yet to cot 
deals with banks to offer leases. 

Keller and other critics say the 
U*S* government should put taxpayer 
money into more established players. 
Ford got money to retool plants j Nis¬ 
san to develop an electric car. But the 
Energy Dept, nixed GM and Chrysler 
back when they were headed for bank- 
raptcy. Now that they have emerged, 
is it time to reconsider? Chrysler has 
an electric car program but would have 
to prove that the company is viable 
in the long run* GM^ meanwhile^ has 
a cleaned-up balance sheet and the 
electric Chevrolet Volt on the way. 
Rogers of the Energy Dept, says both 
companies will get another look now 
that they have emerged from bank¬ 
ruptcy, Should Toyota decide to build 
any of its future hybrid 
cars in the ILS.，it too 
could be eligible. 

Not every govern¬ 
ment investment is a 
sure bet. The question is 
how much risk taxpayers 
should shoulder* The feds 
have put $465 million into 
Tesla, but it has raised 
only $300 million and 
change in private capital. 
And the ILS. has invested 
five times as much in 
Fisker as private inves¬ 
tors. Rogers says Fisker 
must raise more money 
to tap the credit line，but debt will still 
account for 70% of the company^ 
funding. So the risk, and burden if 
these companies fail, will mostly rest 
with U.S, taxpayers, i bw 1 


O 二二 7 .: 二 .'lA 


BUSINESSWEEK I OCTOBER 12, 2009 










My banker asked if Td like to 
come to the bank less often. 


This relationship is unique. 


i ^ 




Laurie B. 

Veterinarian 
New York, NY 


A 


With Remote Deposit 
Capture from HSBC r 
you can deposit checks 
right from your computer 
lt J s one of the many 
solutions your HSBC 
relationship manager 
might recommend 
after getting to know 
your business. 

In 86 countries and 
territories 1 around the 
world, we're helping 
businesses succeed 
in these challenging 
times. Whether your 
opportunities are local 
or global, we can tap 
a network of global 
knowledge to give you 
a competitive edge* 

Knowledge is the new 
currency. Discover what 
if can mean for your 
business. To learn more, 
call 866 257-3768 or find 
your nearest branch at 
us.hsbc.com/unique. 


Open a new account by November IS, 2009, to save up 
to $500 with free installation of Remote Deposit Capture. 2 


HSBCO 

The world’s local bank 


1 The HSBC Group operates through a network of affiliates and subsidiaries around the world, 

2 Applies to new-to-bank HSBC business checking account custonners who open an ExtraVantage® Checking for Business, BustnessSmart 5M 
for Professionals or Business Direct from HSBC checking account by November 13, 2009, and is limited to singie feed service only. Remote 
Deposit Capture service must be implemented at the customer site within 90 days of the checking account opening date to be eligible. Limit 
one installation fee waiver per customer, 

In the United States, deposit products offered by HSBC Bank USA r N A, Member FD1C, Equal Credit Opportunity Lender, 

◎2009 HSBC Bank USA, N A 
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AMERICA’S 


SWEATSHOPS 


By Steve Hamm and 
Moira Herbst 

Illustrations by David Fold van 


How U,S. companies may contribute 
unwittingly to the exploitation of 
foreign workers 


HIGH-TECH 
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IN DEPTH 

Vimal Patel was studying for a master’s in business 

administration in London when he saw an advertisement 
for work in the U.S, The ad offered a job in the tech Indus- 
try, as well as sponsorship for the kind of work visa that 
allows foreign nationals to take professional-level jobs 
in the country. So Patel applied and paid his prospective 
employer, Cygate Software & Consulting, in Edison, NJ*, 
thousands of dollars in up-front fees. But when Patel ar¬ 
rived, Cygate had no tech job for him. He ended up working 
at a gas station, and Cygate nevertheless took a chunk of his 
wages for years，according to documents in a criminal case 
against Cygate. 

After a federal investigation into Cygate f Patel and five 
other natives of India recruited by the company pled guilty 
to visa violations in June. They were sentenced to 12 to 
18 months of probation，assessed fines of $2,ooo each，and 
now face deportation. But at Patel’s sentencing in the fed¬ 
eral courthouse in Newark, NJ,, his lawyer said the slim 
36 -year- old T with a mop ofbrownhair spilling over his fore¬ 
head, was more victim than villain. Like many ambitious 
workers from abroad, he came to the country seeking his 
fortune, and he suffered for the effort. “If s a sad day" said 
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Anthony Thomas, the public defender assigned to represent 
Patel, “He always dreamed of coming to the U.S.” 

Cygate, which changed its name to Sterling System after the 
lawsuit, is one of thousands of low-profile companies that have 
come to play a central role in the U,S, tech industry in recent 
years. These companies, many with just 10 to 50 employees, 
recruit workers from abroad and, when possible, place them at 
U,S, corporations to provide tech support, software program¬ 
ming, and other services. While many outfits operate legally 
and provide high ▲ quality talent, there is growing evidence that 
others violate U*S. laws an d mist real th eir recruits. 

Several types of fraud have become common T according to 
documents fioin recent lawsuits and interviews with foreign 
workers, employers, lawyers, and consultants* In some cases 
companies target young men and women hungry to get well- 
paid tech Jobs in the U.S. and charge them exorbitant fees for 
visas, which is not allowed under American immigration laws. 
Even after paying, some workers never get a visa; those who do 
may find the company they paid has no job for them, as Patel 
did. This violates U, S. law because companies are supposed to 
have an open position before they apply fora work visa. 

Workers who land tech jobs may face other kinds of trou¬ 
ble* Some companies place foreign workers at client sites 
and then siphon off part of their pay or charge ongoing fees, 
which violates U.S* law* Many workers allege they T re not 
paid in between jobs at client sites, though such “benching” 
without pay isn’t allowed either. In other cases, companies 
claim they’re employing 
people in low-salary re¬ 
gions when they’re actu¬ 
ally working in high-wage 
areas T in violation of rules 
requiring payment of the 
region’s prevailing wage. 

Sterling President Nilesh 
Dasondi was charged with 
multiple counts of visa vi¬ 
olations in the case filed by 


the U*S. attorney in New Jersey* The government says he col¬ 
lected fees of up to $15^000 from the six workers, left them to 
find jobs on their own, and extracted more fees to launder their 
pay through his company* The workers acquiesced because 
Dasondi, like all employers of visa recipients, held their visa 
documents and could have revoked the papers if they objected. 
“This is a microcosm of a big issue that’s facing our country— 
visa fraud T ” said Sandra L, Moser, the assistant U.S, attorney 
prosecuting the casein an interview after Patel’s sentencing, 
Dasondi greeted a reporter at the doorway to his offices in 
Edison one summer day* From a glass door on the parking lot 
side of a beige one*story building, he led the way through a 
warren of cramped rooms, with half a dozen people pecking 
away at computer keyboards* “My life is such a mess right 
now/ 7 he confided once he was seated in a small conference 
room* He wouldn T t discuss details of the cases against him 
or Patel, but he promised to talk after it is resolved. Dasondi’s 
lawyer, EricR, Breslin, says his client ^has been an asset to his 
community” and that Sterling “performs legitimate services 
for its customers.^ 

“BODY SHOPS” 

Tech service outfits such as Sterling have thrived in recent years 
because of shifts in the U.S* economy. As cost-cutting pres¬ 
sures have increased, companies turned over management of 
tech systems and other back-office operations to outsourcing 
firms T including many that bring workers from India and other 

RESUME INFLAIIQN 

Tech companies also pressure fl 
workers to make inflaied claims 
about their education and on- 
Ihe-job experience. That makes 
it easier ior workers to get visas 
reserved for the highly skilled, and 
it allows the companies to charge 
corporate clients higher fees for 
their service. 


INSIDE THE 
SWEATSHOPS 

Here are some of tlie ways 
unscrupulous tech services 
companies violate work-visa 
regulations and hurt workers 


PAY-Ta-PLAYBECRUITIN& 

Workers from abroad need compa¬ 
nies 1o sponsor them for the visas 
necessary to come to the U S. So 
some tech-services companies take 
advantage by demanding exorbitant 
fees in exchange for sponsorship. 
Such fe^s„ which can be as high as 
$15,000, are illegal. 
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countries into the U.S* on temporary visas such as the H-iB. 

One important way outsourcers hold down costs is by 
keeping a lean workforce at each client site — then turning to 
smaller companies, such as Sterling, when they need to in¬ 
crease staff for specific projects, such as installing new soft¬ 
ware or building a new Web site. These companies are known 
as “body shops” because of their role, and often rely heav¬ 
ily on foreign workers who come into the country on H-iBs 
and other visas. “This is where a lot of the shenanigans take 
place/’ says Ron Hira, an assistant professor of public policy at 
the Rochester Institute of Technology who has written exten¬ 
sively on work visas* A study by the federal government last 
year estimated that 54% of visa rule violations were commit¬ 
ted by companies with fewer than 25 employees* 

ILS. companies usually don’t know — and don T t press to find 
out —which body shops are tapped to support their tech op¬ 
erations, The result is that prominent American companies 
can easily end up doing business with tech service outfits that 
violate visa laws. Breslin wmildn’t identify specific Sterling 
clients, but he says they include u significant companies " Da^ 
sondi named Computer Sciences as one customer in a 2006 
lawsuit: Dasondi wanted the technology giant to payliim for 
hiring away one of his employees. Computer Sciences would 
not comment on the case beyond saying it had been settled . 

In recent months workers have alleged mistreatment 
while working for body shops in the offices of Qualcomm and 
fPMorgan Chase. In a civil suit filed in May and a complaint to 


PAYROLL 關關 iNG 

In some cases, tech companies 
that can 1 ! find legitimate jobs for 
visa holders force them to soek 
employment on their own. Then 
the companies, which hold the 
workers’ visa documents, use that 
leverage to extract a cut of their 
wages—which also is illegal. 


‘BENCHING’ WITHOUT PAY 

When guest workers are between 
assignments to clients, or H on the 
bench" their visa sponsors are 
required by law to keep paying 
them. But some don't. Workers on 
the bench are often forced to hunt 
for assignments themselves and 
live off their savings. 


the U*S* Labor Dept., Prasad Nair charged that Unified Busi¬ 
ness Technologies got him an H - IB visa in 2007 by saying he 
would woTkin the company’s Troy (Mich.) offices and receive 
$60,000 a year as a programmer and analyst. Instead, UBT 
sent him to work at chipmaker Qualcomm’s offices in San 
Diego, where the cost of living and prevailing wage for such a 
position are much higher. The 32-year-old alleged UBT made 
unlawful pay deductions, delayed payments, failed to pay 
overtime t and postponed health benefits for his family, David 
Blanchard, Nair T s attorney，says he struggled ^paycheck to 
paycheckto take care of his wife and 9 - month-old daughter 
and regularly ate at Burger King to save money. 

AM OPAQUE SYSTEM 

UBT J s lawyer, fohn G* Coutilish，says Nairas charges are "base- 
less.” Coutillsh says UBT agreed to make a ’’nuisance” payment 
of $2,500 to end the civil suit, though the Labor Dept, inves¬ 
tigation is continuing. UBT has filed its own suit against Nair 
alleging he quit without giving proper notice and defamed the 
company with his accusations, Qualcomm declined to com¬ 
ment on the case T but a spokeswomaii says the company re¬ 
quires vendors it works with to “explicitly acknowledge that 
they nmsf comply with all applicable laws and regulations, 
includingemployment and immigration laws ! l 

In another complaint to the Labor Dept” Benly Ebenezer al¬ 
leges he was underpaid or not paid at al while working in the 
Manhattan offices of fPMorgan. In the complaint, Ebeneser, 
who has two master’s degrees in computer science, was brought 
to the U.S.onanH-iB visa by Itek Consultingin 2005, Ebenezer 
says Itek paid him about 10% less than the promised $50,000 a 
year while he worked at the bank, and then stopped paying him 
altogether between December 2006 and February 2007, The 
Labor Dept, ruled in Ebenezer^s favor in May. He declined tobe 
interviewed because his situation remains “sensitive" 

The phone number for Itek is now disconnected. fPMorgan 
declined to comment on the case* 

U. S, executives often have little visibility into the treatment 
of contract employees because several layers of companies 
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are involved* One recruiter for a major U.S* outsourcing firm 
says there no way his clients know how body shop workers 
are treated because, until recently, even he didn’t know. He 
discovered that some of the firinshe was hiring for short-term 
projects weren’t usmg their own people blit instead bringing 
in subcontractors, which often underpaid workers. He just put 
in place new policies so he knows when a firm he hires is using 
a subcontractor, blit he still can’t find out how much workers 
are paid or in which state they 1 re supposed to be working* “We 
don’t like it,” he says, “The agreements seem almost criminal*” 
RIT professor Him says the situation is similar to what hap¬ 
pened years ago when Western companies began using sweat- 


in] the [H-iB] program 厂 Grassley said in an interview. 

Body shops have sprung up around major metropolitan 
areas to be close to their clients. One cluster is in northern New 
Jersey^ across the Hudson River from Manhattan. Hundreds of 
small tech services fijms operate in such towns as Belleville, 
West Windsor, and Edison, where Sterling is headquartered. 

At times, the region feels like a front in the battle between 
foreign and domestic workers. tech workers in the area 
have lost thousands of Jobs in recent years with the decline of 
AT&T and Lucent Technologies，and many blame outsourcing 
firms for taking the Temainiiig well-paid jobs in finance and 
other sectors. Tech services companies say they^re simply re- 


HOW THE 
SYSTEM WORKS 

American corporations may be 
unknowingly doing business 
with lech services companies 
that underpay and otherwise 
mistreat workers* One example 
ol alleged wrongdoing: 


THE WORKER 

Indian software programmer 
Prasad Nair moved to the U.S. 
in 2008 on a work visa. He 
claims he was offered a job in 
Michigan ai a salary of $60,000, 
plus medical insurance and 
travel expense 匕 


THE SPONSOR 

United Business Technologies 
in Troy ， Mich., sponsored Nairas 
visa t but, he claims, forced him io 
sign a new contract requiring him 
to pay visa and travel costs, UBT 
denies any wrongdoing. 


THE STAFFING AGENCY 

UBT sent Nairto a tech services 
outfit, Larsen & Toubro Infotech, 
to find him a job. Larsen & Toubro t 
which is not accused of any 
wrongdoing, declined to com¬ 
ment for this siory. 


shops in China for manufacturing. Companies such as Nike 
sought to lower costs by using overseas manufacturers, which 
in turn squeezed workers with low pay and poor working con¬ 
ditions. After a public outcry, Nike, Disney，and others started 
to monitor labor standards abroad. American companies may 
know little about the tech contractors who work for them in 
the U.S* noWj but Hira says companies should take steps to 
track the situation more closely* i( I don’t know of any [top ex - 
tcutives] who have made an issue of this/ 1 he says, “We haven’t 
had a public discussion of what the clients T responsibility is l } 

MOVING AGAINST CORRUPTION 

While American companies may overlook the treatment 
of contract workers in their midst, the workers are vulner¬ 
able because of government policies. When a foreign worker 
comes into the country on anH - lB visa，the visa is held by the 
employer, not the worker. If an employee complains, the com¬ 
pany can terminate its visa sponsorship, forcing the worker to 
leave the U.S. Workers can’t shift jobs unless they find another 
sponsor, which can be difficult. And while workers can gain 
their freedom with permanent citizenships the wait even for 
high-skilled visa holders can be 5 to 10 years. “Many of these 
people don’t know their rights^ says Michael F, Brown, an 
attorney in Appleton, Wis” who handles immigration cases, 
“They’re essentially captives.” 

Most of the discussion of U.S. work visas in recent years has 
focused on the effect of visas T when used legally- on the Ameri¬ 
can workforce. Some U.S, tech workers contend that bringing 
in foreign workers drives down their salaries and makes it eas¬ 
ier to move jobs overseas. Senators Richard Durbin (D- Ill. > and 
Charles Grassley (R-Iowa) have introduced a bill to overhaul 
the visa program aimed at protecting U.S. workers. But they 
also want to boost enforcement to combat the mistreatment of 
foreign vis a holders. “ Wfe want to stop corruption of [all types 


spending to clients，needs and are being blamed unfairly for any 
loss of j obs. In this heated deb ate, cases of visa abuse, like those 
alleged against Sterling, have fueled passions on tooth sides, 
JohnMiano 7 a 45-year-old software programmer and labor 
rights attorney, waits for a reporter in a booth in the Sum¬ 
mit Diner, a classic midi- 20 th century eatery in tony Summit, 
MJ* Miano is the founder of the Programmers 1 Guild，an as¬ 
sociation of U.S* software progTammeTS* Over cheeseburg¬ 
ers, he argues that the work visa program is hurting demand 
for American workers. “The job situation for American tech 
workers in this area is horriblehe says. “The consulting 
market has been wiped out. Now it’s mostly Indian-owned 
compaTiies, and they’re looking for people with visas 厂 
He says the rise of body shops has made the situation worse: 
The companies are usually so small they’re overlooked by 
regulators and law enforcement^ so they can squeeze foreign 
workers and put Americans at even more of a disadvantage. 
Miano clutches a list of companies in the Summit area that 
have applied for H -iB visas. They are all over the place—some 
tucked away in offices on the second ot third floors of build - 
ings; one iilling the entire first floor of a white - columned brick 
building on a side street; two of them just mailboxes in a UPS 
S tore. Venkate shwa m Computers, in a modest home in nearby 
LiviTigston T put Iti for two programmers. Ajay Pimpariya P the 
owner, complains that his visa applications weren’t approved 
because he followed the rules T while other companies falsify 
documents, “If Homeland Security wants to fake the infor- 
mation/’he says , ^Fll tell them who T s doing what 

Immigration authorities acknowledge that one reason it’s 
difficult to stop visa abuses is that checking on so many small 
companies is labor intensive. “The cases aie difficult to in¬ 
vestigate and difficult to prove,” says fames Spero, who heads 
Immigration & Customs Enforcements fraud unit. 

The Dasondi case illustrates how the visa system ties into a 
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human supply chain that reaches halfway aroimd the world. 
According to court documents, the New Jersey businessman 
recruited workers in Britain and India. In October 200i,he ar¬ 
ranged through an intermediary to meet with Kishor Parikh T 
a mechanical engineer in the western Indian city of Ahmada- 
bad, Dasondi allegedly instructed him to buy a fake university 
degree and coached him on how to lie to interviewers in the 
U_S* Consulate, Parikh allegedly paid $9 t ooo to Dasondi for 
sponsoring his H-iB application* 

When Parikh arrived in the U*S*j lie learned that Dasondi 
didn T t have a job for him* Instead, Parikh found work at a greet¬ 
ing card shop* He lived in a one -bedroombasement apartment 


THE CLIENT 

Larsen & Toubro placed Nair in a job in the 
San Diego offices of tech giant Qualeonnm. 
He claims UBT, his official employer, paid 
him less than the prevailing wage. UBT has 
countersued Nair for failure to give proper 
notice when he quit and for defamation, 
Qualcomm and Larsen & Toubro are not 
accused of any wrongdoing. 


with his wife, parents, and two children, according to his law- 
yer，John McDonald. Parikh sent Dasondi about $4,000 per 
month in money orders, which Dasondi ran through his pay¬ 
roll system as if the money came from a corporate client to pay 
for Parikh J s services, according to court records. The payment 
scheme t which made it look like Parikh was a legitimate tech 
worker, is a common strategy called ^running the payroll” 

“WE WERE LIKE PRISONERS 11 

A tech service firm called Vision Systems Group has been 
chaTged r in a criminal suit filed in February, with taking an¬ 
other approach to visa fraud* Under federal law, companies 
that apply for work visas need to pay the prevailing wage for 
a specific occupation in a particular region. The rule is aimed 
at preventing employers from reducing their costs by hiring 
foreign workers to replace Americans, 

Federal prosecutors say Vision Systems .based in New Jersey, 
set op an office in low-wage Coon Rapids T Iowa，and claimed 
that up to 25 immigrant employees worked there between Au¬ 
gust 2003 and December 2008, when they actually worked 
in higher-wage regions* That would allow Vision Systems to 
pay a visa holder the prevailing wage of $20*05 per hour in 
Coon Rapids for an entry-level computer specialist instead of 
$30.43 at its headquarters in New fersey. Vision Systems CEO 
Viswa Mandalapu could not be reached for comment. 

Vision Systems identifies JPMorgan Chase and insur¬ 
ance giant Cigna as two of its clients oti the reference site 
Hoovers,com. Both companies declined to comment. 

When Akhil Gupta heard about the VisiaTi Systems bust, he 
celebrated* The Mumbai native who now lives in London had 
paid thee ompany nearly $3,000 in 2006 for an H-lB visa that 
never came through* “Vision Systems exploited my dreams/’ 
he says. “All I see is a huge amount of money and time lost 尸 

Even workers who land jobs in the U*S* can end up on the 


bench, without a paycheck for weeks or months. Rajiv Dab- 
hadkar, an Indian who was assigned to such companies as 
AT&T and Merrill Lynch on guest worker visas, recalls that 
when a staffing company replacedhini with a new visa holder 
from India, he was so short of cash he couldn f t pay the elec¬ 
tric bill for his Belleville apartment* He and his wife and their 
5-year-old daughter had to wear coats indoors for a few days 
in the winter* Ultimately, he says, his wife returned to India 
and filed for divorce. “I am a survivor and a witness" says 
Dabhadkar, who now lives outside Mumbai and runs the Na¬ 
tional Organization for Software & Technology Professionals r 
which publicizes abuses of guest workers. 

One Brazilian worker originally came to the U.S. as 
a college student but was unable to find work when 
lie graduated. Desperate to stay in the country, lie 
took a job with a body shop m New Jersey that prom¬ 
ised to sponsor his visa application, train him, and 
place him in an IT position in a corporation* 

Things didn’t work out as he had hoped. The com¬ 
pany put him up in a two-bedroom apartment in 
West Windsor that he shared with half a dozen other 
trainees. It was so cramped he slept in the closet, 
with his feet sticking out the door. Not a fan of the 
curries favored by his roommates, he ate his meals at 
a nearby Subway sandwich shop. At the office, he studied hard 
in his training courses but was taken aback when the managers 
instructed him to write up a resume full of false claims about 
his skills and work experience. He ended up working for $800 
a month. “We were like prisoners 厂 says the man, who would 
not let his name be used because he is in the country illegally. 
He ultimately quit and got a tech job in another state . 

Foreign workers aren’t waiting for American companies or 
the U.S. government to address the issue of high-tech sweat¬ 
shops. They’ve set up Web sites to discuss their experiences 
with different companies. On sites such as Desi Crunch and 
Goolti, they talk anonymously and steer one another away 
from the worst employers. On Desi Crunchy one writer mar¬ 
vels that a company can still attract any potential employees. 
The worker compares the firm to ^anH-iB prison camp” and 
says, ^ trust nothing they say or write " i BW 


Business 


Exchange 


Read, save, and add content on 
BW’s new Web 2,0 topic network 


Guest Worker Rights 

People who corme to the U.S, on work visas include many 
engineers and computer scientists, often with advanced 
degrees, but they frequently do not knov/ their rights as 
employees. Inn migration Voice, an advocacy group ior 
foreign workers, has set up a Web site that spells out 
which visa fees an employer is supposed to pay, what to do 
if wages aren't paid on time, and how lo report problems. 

To read Tips for Guest Workers on Avoiding Abuse, go io 

bx.businessw^e k.com/imm igration/referen c©/ 
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COUNTRY REPORT 


TURKEY 

TURNS 

OUTWARD 

By Stanley Reed 

Photographs by Ellon Paz 

Applying for EU membership has 
sped up reforms—end that has 
helped it weather the current turmoil 


Turkey cannot escape the ravages of the global re¬ 
cession. But this time it may avoid the pains that 
often afflict this promising country in a downturn. 
For the Turks, a re cession u su ally goes like this: A wild boom 
triggers high inflation, the currency coll apses ^ and the poorly 
managed banking sector^ hooked on speculative trading and 
foreign debt T has a near-death experience, Turkey has a well- 
educated workforce f proximity to Europe T and a shrewd mail- 
agement class. But financial fragility, including a meltdown 
that sparked riots in 2001, lias kept it from entering the first 
rank of emerging market economies* 

In the current turnioil, to everyone T $ amazement, things 
have been different* The economy has been dealt a body blow 
as exports have stalled (chart). While structural problems still 
exist, in both the political and regulatory spheres, the finan¬ 
cial system has held firm even as U.S. and European banks 
have hovered on the brink. “ This is the first recession in which 


we didn’t have a crisis,” says Murat Ulgen f chief economist at 
HSBC in Istanbul. Credit goes to reforms, backed by the In¬ 
ternational Monetary Fund, that curbed inflation and forced 
banks to bolster their balance sheets. The increased presence of 
foreign banks also spurred locals to improve their game. Most 
important ? Turkey has welcomed investment and stepped up 
efforts to become a real player in the global economy. 

This change in attitude has raised Turkey in the eyes of mul¬ 
tinationals, Foreign direct investment surged from $1*1 bil¬ 
lion in 2001 to $22 billion in 2007, before dropping back to 
$18 billion in 2008. Even though the figure is expected to fall 


to $9.1 billion this year, executives seem confident Turkey will 
bounce back. With a population of 76 million, Turkey is an 
attractive consumer market, and all those youthful workers 
at Europe's doorstep have turned the country into a workshop 
for export industries such as cars, aerospace, appliances, 
and textiles* “We put Turkey in the same category as Brazil, 
Russia, India, China，and South Africa,” says Ali Faramawy, 
a vice-president of Microsoft International in Istanbul. Mi¬ 
crosoft^ software sales in Turkey are growing at 20% to 30% 
a year. “It T s not difficult to see Microsoft Turkey doubling in 
size in a relatively short time,” Faramawy adds. 

Two things have made Turkey more of a player. The en¬ 
forced discipline of applying for European Union membership 
has worked wonders. And Prime Minister Recep Tayyip Erdo ， 
gan P whotias headed a moderately Islamist goverirnient since 
2003 r has pushed largely pro -business policies. Building on 
the ideas of Kemal Dervis T the former World Bank official who 
took charge of the Turkish economy during the 2001 crisis, 
Erdogan has slashed corporate taxes, tightened intellectual 
property protections, and set up an investment promotion 
agency* He also launched Turkey T s EU negotiations. While the 
talks have been tortuous ? they have pressured Turkey to make 
changes in a wide range of areas-from improving women ? s 
rights to easing protectionist policies. "The whole EU process 
affects business positively^ says Umran Beba, Istanbul-based 
president of PepsiCo for Southeast Europe. 

As Turkey shifts from an inward-loo king economy to a 
more open one, local business leaders realize they will need 
to remake their companies to meet increasing competition. 
That will require investment in technology and comiminica- 
tions, creating a big opening for companies from IBM to Cisco 
Systems to Google* Eray Yuksek^ general manager for IBM in 
Turkey，figures that r excluding telecom, Turkish companies 
are spending only about $2 billion on infoTmation technology* 
“That ! s nothing, nothing” in a country with an economy of 
Turkey's size, “It’s a huge opportunity for us 尸 tie says. 


“STAGING ORO 關 D 1 ， 

Other areas of the Turkish market beckon. In 2005, General 
Electric spent $1,75 billion for 25% of GarantiEaTikJt now leads 
the Turkish loan market in most categories and is reporting 
3.5% nonperforraingloans j below Turkey J s industry average of 
4.5%* GE T s now 21% share is worth $3.4billion. The company 
has a venture that makes aircraft engine component s, and it T s 
opening a facility to supply locomotives for Europe* 

Turkey’s trump card is its location. You can sense that Tur¬ 
key, and especially Istanbul,is ata crossroads by spending an 
evening at one of the ancient city’s exquisite restaurants along 
the Bosporus, the glowing ribbon of water that separates Asia 
and Europe. The country is not just close to Europe but also to 
the former Soviet Union and the Middle East, The area from 
the Balkans to Kazakhstan has the potential to be fast-growing 
for years to come. Ferdinando Beccalli- 
Falco, Brussels -based CEO of GE Interna- 
tionalj sees Turkey as a “staging ground^ 
for penetrating the region. Yesim Toduk r 
founder of Istanbul executive search firm 


PepsCo's 8-eba: 
J The whole 
EU process 
affects business 
DOSftivelv w 


BUSINESSWEEK I OCTOBER 12, 2009 


































042 


IN DEPTH 



Bektas has Amrop International T says she spends 

boosted her much of her time finding Turks to work 

sales despits th@ for companies in AzerDHi] 3 H f K^zskiistaiii r 

recession Russia, and Saudi Arabia* 

Investment flows from the East as well. 
The United Arab Emirates-based Oger Telecom, controlled 
by Lebanon r s Hariri family, owns 55% of Turk Telekom, the 
fixed-line operator. Kuwaiti Finance Houseman Islamic bank, 
has set up Kuveyt Turk to pursue Islamic banking. Investment 
firms that mainly channel Gulfmoney^ including Dubai-based 
Abraaj Capital, which owns a Turkish hospital chain^ are ac* 
live in the country. Middle Eastern investment has soared to 
a cumulative $6.3 billion since 2004* 

This year, though T both multinational and Torkish compa* 
nies had a rough time. Aynur Bektas ? the owner of Hey Tekstil, 
a textile concern with 4^000 employees, coped by ramping up 
production 25% f tTinuning prices, and doubling heT customer 
base. Turkey T s textile industry has been slammed, but her sales 
are up 10%, “Others were not so well prepared^ she says. 

When export demand slumped, Turkish consumers took up 
some of the slack. The governmeTit introduced a Buy Turkish 
program, including tax incentives, to encourage Turks to open 
their wallets. That benefited Arcelik, a unit of Koc Group^ Tor- 
key T s largest conglomerate* The company churns out 12,000 
washing machines a day in a factory in tlie sunbaked indus* 


trial town of Cayirovaj an hour T s drive from Istanbul. In Janu¬ 
ary and February，output fell to 60% of capacity as demand 
for washers plummeted in Europe, “Those were the worst 
months. Now it T s coming back 厂 says production manager Alp 
KarahasaTioglu, Production is up 20% since February, and he 
is planning for expansion. The plant will make about 2.3 mil* 
lion madimes this year, but that will grow to 4 million units as 
export markets recover，he predicts. 

Recovery will take time. The Organization for Economic 
Cooperation & Development predicts growth of 2. 6% in 2010, 
after a 5.9% plunge in gross domestic product this year. Still, 
the Istanbul Stock Exchange is up 77% this year, and the lira 
has climbed 23% against the dollar since March. 

One factor affecting investor confidence in the economy is 
the Prime Minister himself. Some Turks worry about the Isla¬ 
mist roots of his Justice & Development Party, The fear among 
secularists is that Erdogan wants to turn Turkey into a version 
of Saudi Arabia, forcing women to stay at home and banning 
alcohol. If that is his goal, Erdogan has a long way to go in Is¬ 
tanbul* While some women wear head scarves, plenty don’t* 
And at night the alleyways of central Istanbul are crowded 
with tables of young people quaffing mug^ of Efesbeer. 

Critics also complain that Erdogan has slowed the pace of 
reform. And investors were shocked when the government 
recently fined Dogan Yayin, Turkey^ largest media group, 
$2,5 billion for back taxes and penalties. The company J s pub¬ 
lications have criticized Erdogan in the past. Another cause for 
anxiety: taxes. The tax regime hits some industries, such as 
telecom, harder than others, while half of wage earners aren f t 
legally registered and don’t pay taxes. That puts multination¬ 
als that play by the rules at a disadvantage to local rivals* “The 
tax system is a disaster/ 1 says A. Rahsan Cebe, managing part¬ 
ner of Cushman & Wakefield in Turkey and chairman of the 
lobby group American Business Forum in the country. Some 
businesspeople also think Erdogan should negotiate a new 
loan with the IMF, which would stabilize long-term finances. 

Still, most observers are betting that moderation will pre¬ 
vail and Turkey will stay on a reform path, Adem Dogan, a 
27-year-old Istanbul plumber, sees a bright future. He has 
expanded his business by spending $400 a month to adver¬ 
tise on Google* Says Dogan: “Before we had 100 customers, 
now we have 2,500 尸 1 BW 
-WithMerve Kara in Istanbul 
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Over 21,000 international companies have 
already invested in Turkey- How about you? 
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INVEST IN TURKEY 


* A population of 72 million people with an 
average age of 28,5 

* 61 % of the population is below 34 years of age 

* Approximately 450 r 000 graduates per year 
from 143 universities 

* Over 24 million young, well-educated and 
motivated labor force 

* Highly competitive investment conditions 

* A country that offers 100% and more tax deductions 
on R&D expenditures 


• Access to Europe, Caucasus, Central Asia, the Middle 
East and North Africa 

_ 15 th largest economy of the world and the 6 th largest 
economy as compared to the 27 EU countries 
in 2008 (IMF WEOJ 

• 15 th most attractive FDI destination for 2008-2010 
(UNCTAD World Investment Prospects Survey) 

• Average annual real GDP growth of 6% for the 
last S years 


昍 PUBLIC OF TURKEV PRIME MINISTRY 

INVESTMENT SUPPOHTAND I u^)§ 
PROMOTION AGENCY 


YOUR ONE-STOP-SHOP 
IN TURKEY 


investgov.fr 
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CAN GOOGLE STAY 
ON TOP OF THE WEB? 


By Robert D. Hof 

Illustrations by 
Alex Robbins 


As Bing, Fecebook, Twitter, and less well-known upstarts 
nip at its heels, Google has hundreds of wizards racing 
to come up with smarter answers 


茗 High on a wall of the lobby at Google’s sprawling hea dquarters 

I in Mountain View ， Calif., a projector displays a live sampling 
I of the 2*5 billion searches made on Google every day. One after 

i another, every second, they appear and ju^t as quickly scroll 
out of sight: ^ Route 81 closed" “cushing disease and canine 
I diabetes/^ “weather 厂 It’s a graphic reminder of how many 

£ people, some 720 million a month worldwide, rely on the 
3 search giant for links to information ， entertainment T prod- 
I ucts ? and just about everything else on their minds. 

I Yet upstairs from the 1 obby on this bright S ept ember morn - 

m ing, two dozen Google search engineers and executives are 

I a gathered around a long confere ncet able, not to celebrate their 
^ g success but to wrestle with their failures. Headed by Udi Man- 
x I ber f one of nine Google vice-presidents for engine ering, these 
g § are the leaders of a cadre of engineers and scientists known as 
IS the search quality group»They are the masters of the mysteri- 
^ I ous mathematical wizardry that has made Google one of the 

I I most powerful companies in the world. And every week, in a 
I g quixotic quest to provide the perfect answers, they meet to 
d I grill each othe r on h owtoi mprove Google’s search re suits. 


Better than anyone, these folks know that while Google 
may outperform other search engines, it still spits out plenty 
of clunkers—irrelevant sites ot even occasionally no sites at 
all for a particular query. They also know that every disap¬ 
pointing result means someone is less likely to click on ads— 
the source of nearly all of Google's $22 billion in revenues last 
year—and more likely to try another search engine, “If it turns 
out that somebody offers a better service than we do,” Manber, 


a former academic and executive at Yahoo f and Amazon.com p 
says with characteristic understatement, “that’s a concern" 


Today more than ever t Manber and the brainiacsin the search 
quality group can f t afford to falter. Google f s competition has 
recently gone from pitiful to plentiful: Microsoft’s new Bing 


search engine picked up 1.5 percentage points of market share 
in August to hit 9,5%， according to market researcher Hit- 
wise, while Googled share fell from 71.4% 
Manber headsthe to 70,2%. Bing’s gain is partly thanks to a 
elite team that j 100 million marketing blitz complete with 

to improve search television ads knoeking Google every which 
results way but in name. Microsoft^ pending deal 
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for Bing to become Ya¬ 
hoo^ underlying search 
engine, creating a com¬ 
bined entity with 27% 
market share T could pro¬ 
duce Google's first sizable 
competitor tn years* 

In addition, there 
are new upstarts, such 
as Twitter ， Facebook, 
and Wolfram Alpha, a 
"knowledge engine” 
that attempts to answer 
factual queries in a more 
organized, compre¬ 
hensive way. These and 
other companies are of¬ 
fering searcti services m 
such specialized areas as 
breaking news, updates 
from friendand scien¬ 
tific research. Twitter, 
for instance，has become 
some news junkies’ go-to 
site for finding out about 
plane crashes and other 
news that Google's com¬ 
puters haven’t yet pro¬ 
vided links to* 〃 Google’s 
very good at searching 
content as if it T s out of 
a library," says Kimbal 
Muskj chief executive of 
OneRiot^a search startup 
for real-time posts and 
news from Twitter, Digg T 
and other social sites, 
“Twitter let people know 
another kind of search is 
possible.^ 


THE PERFECT 
ANSWER 

Here's how the search giartt 
tries to improve results: 


1. PROBLEM 

An engineer comes up with 
an idea for improving a set of 
search results, such as remov¬ 
ing irrelevant sites or discover¬ 
ing new sites that cannot yet 
be found 


2. EXPERIMENTATION 

Using a copy of the entire 
Web on Googla’s computers, a 
team fries out various tweaks 
to Google’s mathematical 
formulas to produce more 
relevant results. 


3. EVALUATION 

Engineers send the proposed 
improvement to “eval,” tfie evalu¬ 
ation unit, for more rigorous 
tests, including surveys of hu¬ 
man raters and limited Ive tests 
on tfie public site, Eva I suggests 
further improvements to the fix 
and creates a report on how they 
will affect results overall. 


4.IMPIEMENTATI0N 

The proposal is reviewed at a 
weekly launch meeting and, if 
approved! soon rolled out to all 
720 million Google users. 


ALTERNATIVES TO SEARCH? 

Of course, countless would-be Google killers have fallen on 
their faces over the years. But longer term, Twitter, Facebook, 
and related services may pose a more fundamental threat to 
Google: anew center of the Internet universe outside of search* 
Twitter, now with 55 million monthly visitors, and Fac ebook ^ 
with 300 million, hint at an emerging Web in which people 
don't merely read or watch material but communicate, collab¬ 
orate with colleagues, and otherwise get things done using on¬ 
line services, “Today the Web is not just a collection of pages, 
it’s a collection of applications" says Anand Rajaraman, CEO 
of Kosmix ? a guide to specific Web topics such as health. 

As the Web evolves, there’s no guarantee that search, or 
Google, wil remain at its center. Not so long ago, portals such 
as AOL and Yahoo dominated the Internet as most people T s 
first stop online* They lost ground as search improved and 
helped guide people quickly to sites they were looking for. Now 


Twitter and others are becoming significant drivers ot people J s 
attention to Web sites—Google's raison d ? etre. The New Yorfe 
rimes recently said that some 10% of NYTimes.coin’s traffic 
was sent by Twitter, Some marketers sense in the rapid rise of 
Twitter and Facebook a new way other than search for people 
to find information, connect with friends, and get recommen¬ 
dations and ads for products to buy. Twitter T s ability to raise a 
round of venture money that gives the startup, which has no 
meaningful revenue yet, a valuation of $1 billion reflects the 
potential some people see. 

Google clearly tmderstands this emerging new Web, given 
its investments in such services as the video sharing site You¬ 
Tube, online applications, and even an operating system. But 
the company hasn’t been able to generate significant revenue 


from anything besides search-re * 
late dads, raising doubts about how 
long it can remain the key leader of 
the Internet economy* 

Meanwhile, Google’s very success 
and size are starting to work against 
it. In the past year the company has 
been the target of three U,S, an¬ 
titrust inquiries and one in Italy. 
Most recently the fustice Dept, on 
Sept. 18 said Google’s controversial 
settlement with authors and pub- 
lishers^ which would have allowed 
it to scan and sell certain books, 
most be changed to avoid breaking 
antitrust laws. Even Google、own 
paying customers— adverfiseTS 
and ad agencies—say they^re eager 
for alternatives to blunt Google’s 
power. Says Roger Barnette, presi¬ 
dent of search marketing firm 
Search Ignite: “People want a No, 2 
that has heft and scale,” 

The challenges come at a pivotal 
time for Google. The company, 
whose founders Larry Page and 
Sergey Brin have thumbed their 
noses at conventional corporate 
thinking since Google T s founding 
in 1998, is going through a trying 
transition to maturity* Its year- 
over-year revenue growth skidded 
to 3% in the second quarter from 
31% in 200 S t prompting several 
small rounds of layoffs. Analysts 
chiefly blame the economy and 
expect search-ad growth to return 
quickly as the recession eases — one 
reason Google T s stock has more 
than doubled from its 52-week 
low last November to nearly 500 
today. Yet some current and former 
Googlers say the company’s size 
has made it slower to act and thus 



Googled top 
troybteshooters 
(l-r )： anti-spammer 
Cotts; Singhal, head 
of rankings; and 
Huffman, who runs 
the h evar unit 
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GOOGLE HAS RECENTLY RELEASED FEATURES THAT 


SUGGEST IFS PAYING CLOSE ATTENTION Tfl SUCH 


less attractive to the entrepreneurial folk who flocked there 
in its early days* Google has seen a number of high-profile 
departures in the past two years. 

Relatively few have left tlxe search operation , however. And 
Google continues to hire engineers for it, ( *We T re still invest¬ 
ing a lot in search " says Google CEO Eric Schmidt in an inter¬ 
view* “We are first and foremost a search company:，To explore 
Googled prospects for staying ahead t Business Wfeefe recently 
got a close look at the highly secretive search quality group* 
Its mathematical formulas and methods are closely guarded 
to stymie competitors and prevent spammers from gaming 
the system. But Google provided candid insights into how it’s 
trying to make search so good that people won’t bother with 
extended detours to Twitter, Facebook f and beyond. 


The groups home is in Building 43 in the center of the 
sprawling Googleplex in Mountain View. Deliberately casual, 
the first floor features such Googley touches as a refrigerator 
case with free Odwalla juices and huge panels of whiteboards 
scrawled with product ideas and jokes (“Why are they called 
apartments if they’re sf nek together ? T, ), The company f s trade¬ 
mark primary colors are splashed everywhere, down to the 
bulletin^board pushpins* A huge pile of Legos is scattered at 
the top of the stairs for engineers who need a break from cod¬ 
ing software. In a hallway，someone snoozes in a MetroNaps 
Energy Pod ^ a semiprivate chair module for catnaps* Much of 
the second floor f which houses many members of the search 
quality team, resembles a well-used playroom fora large fam¬ 
ily of overgrown kids T which is more or less what it is. 

The team is composed of several hundred engineers 7 
inaiiy fiom outside the U.S, and some with 20 years of 
experience in search and information retrieval tech¬ 
nologies tliat predate the Web. In Google's version of 
Silicon Valley egalitarianism, most people，include 
ing executives, share cramped glass offices. They J re 
crowded with multiple large computer monitors, along 
with whiteboards and yellow sticky notes covered with 
formulas and notes on arcane aspects of search tech¬ 


COMPETiTQRS AS TWITTER AND WOLFRAM ALPHA 
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nology* The office of Matt Cults, head of the anti-spam 
unitj and four others bears an inscription above the 
door; “What could possibly go wTong? Tt 

IVs a question Manber and his team contemplate 
every day. Google can claim a number of search break¬ 
throughs m its 11 years ? starting with the co-founders^ 
breakthrough Page Rank formula, which gives higher 
ratings to pages many other sites link to, because 
they’re likely more useful than pages with few links* 
But it’s clear these guys—and a few women—view 
doing search well as something as difficult as curing 
cancer. ^There ? s just an endless supply of very diffi¬ 
cult, challenging^ but incredibly interesting problems 
to work on,” says Scott Huffman, who runs the search 
evaluation unit and mobile search. 

Lately Google has released a flurry of features that 
suggest it’s paying close at tent ion to the competition. 
One, called Search Options, opens up a pane on the left 
side of the Google page that allows searchers to narrow 
queries by such categories as videos,books, or time. In 
what may be a nod to Twitter，users can select the past 
24 hours ot even more recent results. Another feature ， 
Google Squared, organizes information on topics, such 
as dog breeds, into a table with descriptions, photos^ 
and more-echoing Wolfram Alpha. 

Most of the search quality group’s contributions are 










GOOGLE’S RISE 

The search giant has solidified its lead in recent years 


Data ： ComScore 


ing improvements follows a 
regular regime. Engineers on 
the team can essentially try 
out proposed changes on one 
of Google r s copies of the entire 
Web r stashed on the company’s 
massive network of comput¬ 
ers* Once they think they have 
a fix, they send the proposal 
to the evaluation unit, “eval” 
for short. Those changes can 
affect many other queries in 
unexpected ways, so it’s up to 
eval to run more rigorous tests 
to make sure a change is posi¬ 
tive overall and doesn’t hurt other results too much* 

About three years ago, for instance, engineers proposed 
a ranking update that would include more results related to 
synonyms of the words or phrases a searcher typed in—the¬ 
oretically providing more relevant results in some cases. A 
broad sample of queries seemed to indicate people on average 
liked the results. But when eval statisticians dug into results in 



THREATS ON THE 
HDRIZOH 

Despite many well-publicized 
failures of would-be Google 
killers, fresh combatants keep 
coming. Here are some of the 
most prominernti 


Bill 

Microsoft is spending $100 mil- 
lion on marketing its recently 
relaunched search engine. 
Bing's market share rose from 
8% to 9J% in August, while 
Google's fell from 71.4% to 
70.2%* 


TWITTER 


The micro blogging startup, with 
a rec#nt funding round that val¬ 
ued it at $1 billion, now handies 
at least 37 million searches a 
month, onl^ a few months after 
introducing a search box. But 
that's still tiny compared with 
Google’s 76 billion a month. 


less visible because its work is 
focused mostly on the underly¬ 
ing algorithms, the mathematical 
foTiniilas that determine which 
results appear in response to a 
particular query, Google conducts 
some 5 ,oooexperiments annually 
on those formulas and makes up 
to 500 changes a year* Some areas 
tiny as improving the results re^ 
turned on queries such as “GM” 
by inferring whether someone 
is looking for the car company 
or sites on genetically modified 
food. Others—such as Universal 
Search, which two years ago added images, videos, and maps 
to search results that once were al just Web pages—are radical 
changes. “The core relevance of the results underneath is still 
the most important thing" says search expert Danny Sullivan T 
editor of the Search Engine Land Web site. 

If Googled corporate mission is to “organize the world T s 
infonnation and make it universally accessible and use¬ 
ful" Manber articulates a 
similarly expansive vision 
of search. He notes that 
while the 20th century was 
all about conquering na¬ 
ture, the 21st century will 
be about understanding 
people—not Just what they 
say they’re looking for, but 
inferring what they mean 
from the most minute be¬ 
havioral cluts, u Search 
is a big part of it，possibly leading the way/ 1 says Manber, an 
intense but soft-spoken man who plays 10 different musical 
instruments strictly for his own eTijoyment, “Our job is to do 
rocket science that will be taken for granted,” 

The group's work often begins with a complaint. Google 
users can flag a bum result by clicking a link at the bottom of 
results* In some cases, data collected from a standard set of 
sample queries that Google’s computers are constantly run¬ 
ning may indicate people aren’t clicking on some results as 
nuicli or in the same way as they did historically* Most ideas, 
though ^ come from Google engineers with an inspiration* At 
the Tuesday morning meeting of search leaders, briefings 
from colleagues all around Google may spark a new idea to 
improve a set of searches. Not least, engineers just keep their 
eyes open. While lie browses local art shows, Cutts scribbles 
obscure artists T Web sites in a small notebook so he can check 
later on how well they show up in a search=or don’t ■ 
Whatever the source, ^broken" queries and atber propos¬ 
als for improvements land in the e-mail box of Amit SinghaL 
The genial, 41-year-old Google Fellow (the company title for 
its most accomplished engineers) heads the core ranking team. 
Its job is to provide the most relevant links to pages, videos, 
and other information for every query and adjust the algo¬ 
rithms when results don’t seem to match the queries. Mak¬ 


particular countries, they ran into a big problem. In Chinese, 
terms such as “big school” and “little school” were coming 
back as synonyms , producing results that were “really bad，like 
this would be hugely embarrassing if we launcli this,” recalls 
Huffman r head of the evaluation unit* So despite the positive 
results in other languages, engineers had to try again- Ulti* 
mately’ they found a begin the software code that they fixed, 

FASTER THAN AN EYEBLINK 

That experiment points up another surprising aspect of 
Google T s testing, Google is famous for its algorithms and 
data-driven approach^ but the company depends nearly 
as rtmcli on a global network of human evaluators, or ^rat- 
ers" These part-time contract workers are asked to provide 
opinions on proposed changes and whether results are more 
relevant, among other things. Often their opinions carry the 
day. A couple of years ago, an engineer proposed that Google 
extract addresses from pages and display them, and perhaps a 
related map, in appropriate situations, such as when someone 
does a search for “MOM A New York" The raters liked it, and 
after a live test on Google confirmed its popularity, the feature 
was rolled out* About 10 changes are approved to go live at 
each Thursday morning launch meeting. 

To an outsider, many of the changes may look impossibly 
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trivial* Several years ago, for instance, engineers noticed that 
while Google was returning useful pages when someone typed 
aTi acronym such as “CIA” 一 providing links to the government 
agency and to the Culinary Institute of America—people were 
taking a slightly longer time than expected to click on one of 
them. So on the results pages, Google began highlighting in 
bold the full names- Immediately, Google saw more clicks 
through to pages—and faster, too. How much faster? Perhaps 
30 or 40 thousandths of a second, on average, Singhal says- 
That’s one tenth the speed of an eyeblink. “This was a small 
idea/’ concedes SinghaL “But we have a real responsibility as 
a company to respect people’s time,” 

More recently, Google has been focusing on providing 
results more relevant to specific regions around the world. 
Engineers realized that people im India searching for ^baTik" 
didn’t much care about Bank af America T even if it was in the 
news. So Google has been tweaking algorithms to emphasize 
the searcher’s apparent location. Now, a search on “bank” 
on the U.S. site, googlexom T will bring up links to Bank of 
America and Wells Fargo^ while the same search on google, 
co.in, Google’s Indian site, will bring up homegrown HDFC 
Bank and ICICI Bank, It T s one small reason Google has even 


0NERI0T 

The Boulder (Colo*) startup 
is among the leaders of a 
large pack ol rtal-time search 
engines. One Riot searches 
current news and posts on 
Twitter, Dig§, and other social 
sharing services. 


WOLFRAM ALPHA 

Founded by Stephen Wo If raw% 
creator of the Mathematica 
software program, this M com- 
putalional knowledge engine 11 
aims to provide definitive 
answers to factual queries. 


higher market share in many other countries than in the 
U.S.—suchas 88% in India，according to comScoTe* 

Making all these search improvement efforts even more 
difficult is the need to cull Web spam. Marketers of male en- 
hancemeTit drugs or purveyors of damaging software, for 
instance, are continually trying to fool Google's algorithms 
into ranking their pages up high* Clifts and his team are con¬ 
stantly on the lookout for ways to recognize them and squelch 
their appearance in results* In other cases, Webmasters who 
oversee sites run afoul of such efforts by accident. So Cults, a 
voluble 37-year-old who currently sports a shaved head — the 
result of a lost bet that his team couldn’t finish a project on 
a tight deadline-also educates Webmasters through confer¬ 
ence appearances and informational videos on YouTube, 
Cutts J unusually public role was on display at the recent 
Search Engine Strategies conference in San fose. In this 
crowd, Cutts is a rock star, his blog posts studied as carefully 
as Wall Street traders deconstruct comments by Federal Re¬ 
serve ChairmaTi Ben Bernanke, Cutts served on a panel called 
“Extreme Makeover: Live Site Clink/’ where three dozen 
Webmasters rushed up to provide business cards* The first site 
was a sex toys emporiiim called mypleasiire xom. An unruf¬ 
fled Cutts suggested changing its URLs, or Web addresses^ to 
contain more product-related words. Examining a Midwest¬ 


ern department store site, Cutts chided, “Your URL structure 
is pretty much a search engine obstacle course^ advising the 
Webmaster to excise question marks and other symbols. 

The reason Google has become such a powerhouse isn T t just 
because its search technology is exceptional, of course* It’s be* 
cause the company perfected a way to match advertisements 
to its search results. Hundreds of thousands of advertisers in 
its Ad Words program bid in an online auction to buy H key¬ 
words/ 1 or terms likely to be in search queries, that they hope 
will trigger their ads to run on the right side or the top of the 
search results page. It f s a good bet that people searching on ， 
say, “sony cyber shot 11 arem the market to buy a digital cam¬ 
era, and retailers that buy that term are more likely to attract 
clicks and sales. Spending on search advertising has soared in 
recent years because advertisers tend to get strong returns for 
their money* 

Howwellare all tlie search improvements underlying those 
lucrative adls working? While no one knows for sure whose 
search results are best, a number of independent experts 
continue to give Google the nod over its rivals. And they think 
the current crop of would-be disrupters isn’t going to beat 
Google at its own game anytime soon. “None of these are 

big challenges for Google，” 
says search expert Sullivan. 
“I think Google is still bet¬ 
ter in quality.” 

For now, at least. But 
Google engineers know 
they need to think outside 
the search box to stay ahead* 
A recent contest called CSI, 
for “Crazy Search Ideas,” 
asked engineers to submit 
improvements they thought 
would never be approved because they were weird or seemed 
too minor. Some 118 entries were culled to four, which are still 
being explored. Describing such left-field efforts after the re¬ 
cent Tuesday morning meeting, Manber mused about how 
easy it is to climb a hill and think yoo T re on top of the world. 
“ My worry is we could be stuck on top of a hill 厂 he says, “and 
it’s not the right hill . TT ibw 1 


AARDVARK 


One of several answer services, 
including ChaQha, Mahal 。， 
and Yahoo Answers, that 
marshal friends and topic 
experts to provide fast 
responses to queries. 


Business 


Exchange 


Read, save, and add content on 
BW J s new Web 2.0 topic network 


Inside Google's Ad Machine 

If few people understand how Google's search engine 
works, fewer still understand the search advertising system 
that funneled close to $22 billion into the company’s 
coffers last year. An article in Wired magazine's June 2009 
issue uncovers the inner workings, explaining how Google 
runs an auction for some 2.5 billion daily searches. One key 
fact: The highest bidders don'i always win. 

Goto http^/bx.b u sirtes s week.co m/goog le/r^fe renca/ 
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Cloud Computing Playing a Key Role 

as Businesses Plan for Recovery 



More and more, economists and business leaders are talking about 
'green shoots，and a brightening picture for the economic recovery* 
But what if they are wrong, or just early? A growing number of 
strategic-thinking executives are finding a happy f win-win J solu¬ 
tion by adopting cloud computing. Cloud computing is allowing 
business execs from all-sized companies to achieve their two most 
sought-after goals: Cut on-going costs (without cutting services) 
and 2. Position for growth (without growing spending) 


How Cloud is Seeding Business 
Changes Today 

Gartner Group，a leading IT analyst 
firm, predicts cloud will revolutionize 
business as much as Internet ebusiness 
did more than a decade ago, Tlie reasonr 
Cloud is amassing an amazing war chest 
of 4 activate-when ready ! capabilities for 
computing that will ： simplify BaB inte¬ 
gration, provide real-time business con¬ 
soles, make security and compliance 
more effective and efficient, even expand 
capacities loo-fold or more-without pur¬ 
chasing any hardware* 

Let’s look at some game-changing 
companies turning cloud into a power¬ 
ful business ally. 


Citrix Systems) Inc. provides virtual- 
ization^ networking and cloud technolo¬ 
gies to more than 230,000 organizations 
worldwide. With its G0T0 product fami¬ 
ly, Citrix harnesses the power and prom¬ 
ise of its cloud computing technologies to 
deliver soft ware-as-a-service to prosum- 
ers and businesses of all sizes. 

Citrix cloud offerings integrate its 
cloud-proveti virtualization and net¬ 
working products that power many of 
today's largest Internet and web service 
providers* Its virtualization technolo¬ 
gies break the hard-coded link between 
the software and the hardware it runs 
on and makes each component a sepa¬ 
rate, an-demand service, enabling phys¬ 


ical servers to run multiple workloads 
and support a large number of applica¬ 
tions. Its networking technologies de¬ 
liver cloud-based resources to users over 
the Web, continually optimizing perfor¬ 
mance and security by dynamically scal¬ 
ing the number of virtual machines or 
servers available in response to chang¬ 
ing workload demands and infrastruc¬ 
ture availability* 

“Thanks to our experience with cus¬ 
tomers, Citrix understands that not one 
solution fits all customers and is tak¬ 
ing an open and pragmatic approach to 
delivering cloud solutions，” said John 
Fanellij Citrix VP of Community and So¬ 
lutions Marketing* 

Citrix provides multiple cloud options 
for large, mid-sized and SMB companies, 
as well as cloud service providers. All 
aim to help companies use the cloud to ： 

• Cut IT expenses 

■ Gain more control of recurring 
expenses 

• Expand capacity of current sys¬ 
tems—without new hardware 

• Support lower-cost management 
of back oMce, desktops and PCs 

_ Provide easy-to -implement di¬ 
saster recovery 

SMB organizations are realizing the 
benefits of cloud computing through the 
use of Managed Service Providers that 
host their entire IT infrastructure and de¬ 
liver it as a service. Larger organizations 
are using Citrix products and technology 
blueprints to gain experience with what 
the large public clouds can provide 

Citrix cloud innovations are even 
poised to extend to individual PCs and 
notebooks—and save companies time 
and money. "With desktop virtualiza¬ 
tion, we can enable companies to create 
private clouds to deliver Desktops as a 
Service/* Fanelli said. With Microsoft 
due to ship Windows 7 this Fall and ag¬ 
ing PCs as catalysts, he predicts desktop 
as a service could prove to be the kilkr 
application in the cloud in 2010* 







SIMPLICITY IS POWER 

The power of desktop virtualization. 


Thousands of virtual desktops and 


applications, in any combination, now in 

your capable hands, Citrix^ XenDesktop rM with 



HDX™ technology gives you 
an effortless way to deliver 

high*definifion Windows desktops 
a personalized, 

on-demand service. 






No matter 
how many devices, 
users or locations you 
support, control every one of 


them from a single set of secure, 


centrally managed images. All from 


one convenient location — your fingertips. 
Think of St as simplicity, delivered. 

Simplicity is power Citrix. 

CiTRIX 


Citrix. com/Simp!icitylsPower 
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Trend Micro offers 
a solution that can 
help companies hold 
onto the cost-savings 
of virtualization by 
addressing ROl- 
draining complexities. 

“Trend Micro Oeep Security 
software is specially d 蛘 sign 技 d to 
protect physical, virtual, and doyd 
computing dalacenlers from attacks 
on vulnerabilities that may result 
in costly data breach and business 
disruptions," noted Quane. Trend 
Micro recommends focusing or three 
key areas to keep virluali^aticn costs 
in check: 

SecuHty: Th« Deep Security suite 
provides advanced protection for 
servers and software in the cloud. 
"Trend Micro has been proactive for 
years ir protecting all parts of the 
IT infrastructure—from datacenter 
to desktop—with cutting edge 
security monitoring and profiles. 

This expertise is at tha heart of 
the protection that Deep Security 
offers for virtualized and cloud 
infrastructures, 11 Quane said 
Low-Cost Managemervt: Deep 
Security also keeps costs low 
for msiraging the security of 
a carnijany 1 ^ virluali^^tiofi 
infrastructure by automating 
resource intensive security tasks. 
This helps to reduce false positive 
security alerts and streamline 
security incident response. Deep 
Security also avoids the costly staff 
retraining with an easy-to-read h 
easy-to-operate centrally managed 
console 

Data Integrity / Regulatory 

Connplmrice ： To proactively 
address data integrity and 
confidentiality concerns. Deep 
Security protects confidential 
data and critical applications to 
help prevent data breaches and 
ensure business continuity, while 
enabling compliance with important 
standards and regulations such as 
PCI.FISMAandHlPAA. 

"Once companies get their first 
taste of the cost benefits from 
virtualization and cloud computing 
they're certainly excited to see more. 
But to maintain those cost-savings, 
we find companies will benefit from 
a simple approach to managing and 
securing their new infrastructure. 
That's the incremental benefit we 
offer;' Quane said. 



Securing, Managing Your Cloud 

Is Key to Capturing Ongoing ROI 


As more companies tap into the eye-pop¬ 
ping beneiits of virtualization and cloud 
computing, it gets easier to identify the 
ROI of these efforts. 

Studies show that first-time virtualization proj¬ 
ects liavea two-fold benefit ； 

^ Dranmticalfy decrease the number of 
physical servers in the datacenter, sav¬ 
ing IT costs, energy costs, and IT labor. 

• Easily increase computing capacity 
by 3-gx for storage, number-crunchingj 
and Internet downloads and purchases. 
With low ROI (often under 6 months), it’s no 
wonder virtualization and private cloud proj¬ 
ects are gaining new converts and prompt¬ 
ing experienced firms to da more. Despite this 

* win-win' opportunity, companies have to be 
careful to avoid hidden expenses. 

Trend Micro helps protect investments in vir¬ 
tualization by offering technologies that ensure 
the benefits from cloud computing go directly 
to the bottom line—and not to underwrite new, 
unthouglit-of expenses, 

u We have one customer who was very success¬ 
ful with virtualization, and cut the number of 
physical servers from i，ooo down to around 
300 servers/ 1 said Steve Quane, General Man¬ 
ager for Trend Micro’s Virtuallzation/Cloud 
Computing business unit* “But, the custom¬ 


er ended up a victim of virtualization sprawl, 
ballooning to dose to 5,000 Virtual 1 servers— 
a complex cloud infrastructure that was costly 
and hard to manage/' 

The result? “The customer was understand¬ 
ably frustrated that he had been so success¬ 
ful ai tapping into cloud and virtualization, 
only to sae those cost-savings go to high¬ 
er management costs. And, if that wasn’t 
bad enough, the customer was also worried 
that some systems might have become more 
vulnerable io security attack than before/' 
Quane added, {see sidebar) 


CLOUD COMPUTENG WIB RESOURCES 

Top Cloud Computing 
Standards Groups 
littp://cloud-standards>org 

Citrix Systems 
www.cltrix .com f cloud 

Cord y s 

http: //w w w.cord ys. coita 
Trend Micro 

www^treniiiiitcrOiCoin/vitiiializatton 








*A recent, independent research study shows that Trend Micro Enterprise Security, powered by the Trend Micro 
Smart Protection Network" can lower your management costs bv up to 40%. That's because this next-generation, 
cloud-client security infrastructure enables a unique combination of solutions and services to stop threats before 
they reach your network, significantly reducing enterprise risk and productivity loss. Enterprises around the world 
are saving big and you can too. Run the numbers and see how the Trend Micro Smart Protection Network can help 
you reduce costs without compromising security. 
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The Cordys Business Operations Platfomi securely places business processes in the 
cloud, letting the business quickly update systems to support changes - a merger, new 
compliance or product launches. 

How Business Plugs into Cloud 
for Faster Change at Lower Cost 


Cordys is among a new generation of 
cloud companies emerging to help 
organisations run business process¬ 
es in a smarter way to improve their 
operational and financial results* 
Cordys helps firms I plug , into the cloud 
and obtain powerful business process 
management (BPM), integration and 
business dashboards. Notably, Cordys’ 
offerings work with software that busi¬ 
nesses already use, including Oracle, 
SAP and even home-grown applkadons. 
Among die documented results: 

• Comcast uses claud-enabled BPM to in¬ 
duce costs in plant operations by more 
than 50 percent and increase revenues 
by millions through better customer 
serviceability data. 

• USXpress, the US flagship truckload 

business leader, implemented their 
cloud-enabled BPM in just days to op¬ 

timize revenue opportunities across cur¬ 
rent operations and new acquisitions s 
“All businesses need to react to changes 
across their value chains - sometimes 
immediately* The Cordys Business Op¬ 
erations Platform is ready today to rap¬ 


idly address many issues, including 
a merger, a product change, or a new 
manufacturing partneiV" said Mark De 
Simone ， Cordys' Chief Sales and Busi¬ 
ness Development Officer, 

To help IT and business get started 
with the cloud, Cordys offers a simple 
<3 十 3 十 3’ approach io the cloud ： 3 days 
to spec a project^ 3 weeks to design, 
test and implement the project, and 
3 months to scale and go-live* With 
options like that^ De Simone asks, 
H Why program SAP or Oracle for a 
change which is sudden and may 
change again rapidly?'' 

Cordys also offers, from the same plat- 
fornij the ability for small businesses 
to use a simplified “Studio” to design 
and implement on-the-fly MashApps, 
across diverse platforms, and which are 
“consumable” as Google Gadgets and 
Widgets integrated in Google Apps and 
GniaiL Cordys is helping both large 
corporations and SMBs obtain smart* 
er ? quicker and more impactful ways to 
bring people and information together, 
De Simone said. 


Doing Business 
in the Cloud: 

Cost, Agility and 
Collaboration for 
the New Economy 





Dealing with market and operational 
uticectaSiit^? Looking for ways to 
accelerate transformation in your 
organization? Need to collaborate 
effectively with your value chain? 

Global 2000 companies and small 
businesses worldwide have been using 
the cloud to achieve performance 
improvements such as increased 
productivity reduced time to market, 
higher security and faster response to 
ever-changing market demands. 

Learn Imw you can also quickly bring 
cost-savings, agility and collaboration to 
your company with the transformational 
innovations that Cordys and CSC bring, 

ioiti Coi-dys (the leading business 
process innovation and enterprise 
cloud orchestration company) and 
CSC (the global leader in providing 
technology enabled business solutions 
and services) for executive informational 
sessions to prepare your organization for 
the industry's next wave of innovation 
and agility. 

Beginning 12 November 2009. 11am EST 
For more information visit us at: 

htt|u//Mnfmvvcoifd:y$,qQtn/«veiit$ or contact 
US 3t: info 奥 .cordys.com 


CORDYS 

T^e Intellteeitt Cloud Platform 
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WHAT’S NEXT 


Enaction on 
climate is not 
an option," says 
Excelon CEO 



MANAGEMENT & LEADERSHIP 


The Clash 
Over Clean Power 

Utility chiefs are juggling the conflicting goals of 
green energy and low rates—and self-interest reigns 


By John Carey 

Power companies used to have one 
simple task: providing inexpensive, 
reliable electricity to light up cit¬ 
ies, power factories ^ and keep the 
economy humming. No longer. The 
once-stodgy utility industry is now 
in history's crosshairs. As the larg¬ 
est contributor to the emissions that 
cause climate change, it ! s being asked 
to spearhead a radical transformatioTi 
to a cleaner, greener energy economy. 
This shift was a major topic at the 
G-20 meeting in September. And 
at the end of the month, the Senate 
introduced a bill to require re due- 
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t ion sin greenhouse gas emissions, 
following up on a landmark bill the 
House of Representatives passed in 
June mandating an 83% reduction 
by 2050. If Congress doesn’t act, the 
Environmental Protection Agency will. 
Either way t the electricity sector would 
be radically reshaped* “It will force a 
technological revolution," says James 
E* Rogers, CEO of Duke Energy, a util¬ 
ity headquartered in Charlotte, N.C. 

The challenges for the nation’s 3,273 
utilities are huge. “Inaction on climate 
is not an option,” says fohn W, Rowe, 
CEO of Chicago-based Exelon, “But 
we ’ll throw away billions of dollars if we 
screw op " A company could go out on 
a limb with a$io billion nuclear plant, 
OTilyto see demand plunge because of 
efficiency measures，or be undercut by 
cheap natural - gas - fueled electricity 
thanks to new gas iield discoveries. 

SUCKING POWERFUL INTERESTS 

What makes the task even more dif¬ 
ficult is a fundamental clash between 
the two goals that Rowe, Rogers, and 
other CEOs say they are passionate 
about: keeping power prices low to 
benefit customers and averting the po - 
tential catastrophe of climate change* 
The effort to curb emissions，after 
all, will significantly raise the price of 
coal-fired and other fossi- foe! - gener¬ 
ated electricity and make alternatives 
more competitive* 

In their search for clear rules, some 
CEOs have been willing to buck power¬ 
ful business interests. In late Sep¬ 
tember three major utilities, Exelon T 
PG&E t and PNM Resources, pulled 
out of the LLS. Chamber of CoinmeTce 
because of the Chamber’s opposition 
to climate legislation. Yet at the same 
time the utility industry has been 
working feverishly to shape the details 
of the legislation to its advantage. 

The power of economic self-interest 
has also created clashes within the 
industry itself, since each twist of the 
coming regulations creates winners 
and losers among tlie individual com¬ 
panies, “We all have positions on these 
issues that reflect the different make* 
up of our generation fleets,” explains 
Duke T s Rogers. Billions of dollars are 
hanging on the legislation^ details* 

Embodying these tensions is a color- 


iul and often fractious crop of CEOs. 

J. Wayne Leonard, CEO of New Or¬ 
leans-based Entergy, for instance, has 
thought deeply about these questions. 
The son of an Indiana schoolteacher, lie 
is self-effacing enough to be "amazed 
that a person like me ends up as CEO 
of anything 尸 he says, yet he was one of 
the first utility chiefs to call for action 
on climate change, Entergy even Hied 


ists T side in the Landmark 2007 Supreme 
Court case that affirmed the right of 
the Environmental Protection Agency 
to regulate greenhouse gas emissions. 
Most utilities weighed in on the other 
side, f4 Some of our board members 
thought we were going to bankrupt the 
company 尸 Leonard recalls* 

Those skeptical board members left 
or retired, “I’m a true believer/ 1 Leon* 
aid says. "IVs hard for me to imagine 
why people would gamble with our 
planet." But he is also a shrewd busi¬ 
nessman. During his 10-year tenure 
as CEO, Entergy has been at the top of 
utility charts, with a total shareholder 
return of 268% from 1999 to 2008, vs, 
70,3% for the Philadelphia Utility In¬ 
dex and -13% for the Standard & Poor's 
500 - stock index* The gains came 
despite being burdened with overca¬ 
pacity in natural-gas-fired plants and 
rebuilding efforts after the devastation 
of Hurricane Katrina. And Leonard 
is determined to deliver affordable 
electricity to his customers, many of 


them low income. Outside his office is 
a gallery of haunting photos of the poor 
and downtrodden he calls the Poverty 
Wall* “It reminds me, every day r this is 
what we do" Leonard says* 

So when natural gas prices rose a few 
years ago^ Leonard made a controver¬ 
sial bottom-line-driven decision: take 
a plant on the banks of the Mississippi 
and refit it to burn coal and petroleum 

“The national 
policy... in 
the 1970s 
was to wean 
ourselves from 
oil by [building 
coal power 
plants]. It is 
fundamarktally 
unfair to punish 
people for 
having carried 
out [that] policy.” 


coke instead of gas. The cost exceeded 
$1 billion. The move would increase 
emissions not just of carbon diox¬ 
ide but also pollutants such as sulfur 
dioxide and mercury. “It was a tough 
one,” Leonard admits, “We wanted 
more diversity in fuels and to reduce 
the price volatility 尸 

"BIG TENSION" 

The Sierra Club filed a lawsuit to block 
the plant, but Leonard was undeterred. 
Even if Washington raised the costs of 
using coal by requiring reductions of 
carbon emissions, the analysis showed 
it would be cheaper to pay someone 
else to make so-called offsetting emis¬ 
sions reductions than to keep using 
natural gas. “The savings we would 
have on fuel would pay for the offset, 
so the customer comes out ahead/* 
Leonard argues, “Any time you give 
the customer more disposable income, 
that’s a win: 

In April, Entergy changed its mind, 
putting the project on hold. But it 
wasn’t because of pressure from green 


FEUDING 

ALLIES 

The CEOs of two 
powerful utilities 
are pushing hard for 
climate legislation, 
but they differ on how 
heavily the burden 
should fall on regions 
dependent on coal. 



DUKECEO ROGERS 
71% dependence on coal-burning 
plants 


an amicus brief on the environmental- 
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groups — just the bottom line. The 
price tag for the retrofit had climbed to 
$176 billion, while natural gas prices 
had plunged. “Ttrnt changed the eco¬ 
nomics completely,” Leonard says. 

For the Entergy chief the incident 
highlights the conflicting demands on 
CEOs,Absolutely/ 1 he says* “There is 
a big tension that exists between do- 
ingwhat we believe is the right thing 


and trying to satisfy the needs of our 
customer s* TT 

Hypocrisy? Leonards defenders 
won’t hear of it, and they say his track 
record on climate issues has insulated 
him from attacks by environmental¬ 
ists. “He’s been by far the best CEO on 
the issue of climate 厂 says one environ¬ 
mental policy expert. 

Other chief executives haven't been 
so immune. Consider Doke Energy’s 
RogerSj a former journalist and con¬ 
sumer advocate who rose rapidly once 
he Joined the utility industry. While 
Leonard has been, until recently, a 
quiet behind-the-scenes voice, Rog¬ 
ers grabbed the spotlight as a strong 
and peripatetic advocate for action on 
climate change. In one recent moiith 
of meetings, he hopped from Copen¬ 
hagen to Rome, zipped home to North 
Carolina^ then went to China; Aspen, 
Colo,; Washington; Biloxi ， Miss*; and 
Seattle* “What really makes other 
CEOs jealous is that he T s on every 
conference, while the rest of us are 
slogging through persoimel reviews^ 


says David Crane, chief executive of 
Princeton (N.J.)-based NRG Energy. 
“AH of us wonder, when does this guy 
run his company?” 

Yet while Rogers has been on the road 
proselytizing, Duke has been working— 
and lobbying—fiercely to keep the 
cliimte rules from significantly raising 
the costs of electricity* Meanwhile, 
environmental groups have been trying 
to block two new coal - 
fired plants Rogers is 
building in Indiana and 
Nortti Carolina. “He’s 
the master of double- 
talk" says Frank 
O’Donnell，president 
of Clean Air Watch* 
n Under his leadership, 
Duke has one of the 
worst environmental 
records in the nation. 
What he’s really trying 
to do is boost the value 
of his stock" 

Rogers retorts 
that Duke is invest¬ 
ing $1 billion in wind 
power, $2.3 billion in 
more efficient coal 
plants, ^50 million in 
rooftop solar panels, and millions more 
in energy efficiency* He T s also planning 
to build two zero-carbon-emitting 
nuclear plants while shutting down 
dirty coal facilities. li l don^t see anyone 
walking the talk more than I do 厂 he 
says* Plus，lie says, environmental¬ 
ists don’t understand the conflicting 


pressures he must juggle: “They look at 
power totally through the lens of clean. 
They could care less if it is affordable 
and reliable" 

Rogers says that, like any pioneer, 
he has taken more than his share of 
arrows. Many of them come from 
his fellow CEOs. The biggest clash 


sets Duke, American Electric Power^ 
Peabody, and other coal-heavy utilities 
against Exelon f Entergy, and others 
with more mikes, natural gas, and re¬ 
newables (table)* “Cleaner” CEOs such 
as Entergy^ Leonard are upset that the 
coal utilities—and the Midwest and 
Southeast regions they serve—have 
long benefited from lower electricity 
rates, and thus have had a competitive 
advantage, because of their pollut¬ 
ing ways, “Their customers have been 
paying 7.0% to 30% less than ours for 
30 years because they’ve used coal,” 
Leonard says. “So there’s more CO2 in 
the atmosphere T which means we all 
liave to reduce more because of what 
they did/ T 

FORGING A COMPROMISE 

Rogers objects* “The national policy of 
the country in the 1970s was to wean 
ourselves from oil, so the governnieiit 
said, ^Go build coal and nuclear he 
says. “Then Three Mile Island hap¬ 
pened, and all we had was coal. Now 
it is fundamentally unfair to punish 
people for having carried out national 
policy" If coal utilities were asked to 
shoulder a bigger share of the cleanup, 
’’people in Indiana would be subsidiz¬ 
ing people in California, and that J s 
wrong/ 1 says Rogers 

Besides, Entergy and Exelon are 
clearly motivated by their own self- 
interest, Rogers adds. If electric¬ 
ity prices soar in the Midwest and 
Southeast because of higher costs for 
coal plants T then Wayne Leonard and 
fohn Rowe can make a kill- 
ing selling electricity into 
those markets from their 
low-cost mikes* “Trust 
me T if Wayne was still in 
the Midwest where he 
grew up, his story would 
be different than with the 
hand he holds sitting in 
New Orleans, with lots of 
nuclear^ says Rogers. 
Under pressure from lawmak¬ 
ers and the White House to pass the 
House bill, the utility industry put 
aside its conflicts long enough to forge 
a compromise that doesn T t give a big 
advantage to either faction. But few of 
the companies are happy with it* As 
the action shifts to the Senate T where 



ENTERGY CEO LEONARD 
3% dependence on coal-burning 
pEants 


Duke customers 
H have been paying 
20% to 30% less 
than ours for 30 
years because 
they’ve used 
coal. So there’s 
more C0 3 in the 
atmosphere, 
which means 
we all have to 
reduce more 
because of what 
IheydkJ .，， 


2.4 


BILLION METRIC TONS 


Carbon emissions 
from U,S, electric 
power sector, equal 
to 40% of all C0 2 
emissions in the U.S. 

Oita: EriviFOTmentaf 
Protection Agency 
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companies are pushing harder for their 
own interests ^ the fragile pact could 
fall apart. And the tiffs in this industry 
area tiny slice of the larger battle as 
Republicans and business groups such 
as the U,S, Chamber of Commerce 
mount an all-out assault on the mea¬ 
sure, After the high-profile defections s 
the Chamber now says it supports the 
general idea of carbon reductions but is 
still fighting the House bill “An over¬ 
whelming number of our companies 
support our policy on climate change^ 
says spokesman Eric WohlschlegeL 

CLEAR RULES 

Some say the politics of climate change 
present insurmountable obstacles to 
legislation. But the landscape is shift¬ 
ing, More than half of the states have 
mandated certain amounts of renew¬ 
able energy, and many are imposing 
carbon caps* In addition y most of the 
industry J s leaders now agree with 
Leonard and Rogers on the need to 
tackle climate change-even as they 
wrangle to lessen the impact on their 
own companies. Moreover, they realize 
it’s in their own long-term interests to 
get rules in place now, providing the 
certainty that may prevent them from 
making costly mistakes building new 
power plants. “If our country wants 
a low - carbon - generation portfolio ， 

I can build it , but I need to know the 
rules now/’ says Rogers* Plus, starting 
sooner lowers the bill “If we don T t do 
anything noit will cost many 7 many 
times more later" says Leonard, 

It’s also clear what policies provide 
the financial incentives for cleaner 
technologies* Raise the price of emit¬ 
ting carbon dioxide, as with a cap on 
such emissions，and there will be more 
money to be made developing low-car¬ 
bon alternatives. “Let us make money 
by being green, harnessing the power of 
American capitalism to push change in 
the way society wants,” advocates NRG 
Energy's Crane，“I would not apologize 
for having the profit motive" 

Leonard is hopeful, “The line I 
always remember from Winston 
Churchill is that you can always count 
on Americans to do the right thing, 
after all other possibilities have been 
exhausted 厂 he says. “The good news is 
that we r re there." ibw 


INNOVATION & TECHNOLOGY 


J&J Tries to Buy 
Itself a Pipeline 

It’s snapping up biotechs, spearheading innovative 
alliances, and reshuffling R&D 
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By Arlene Weii^traub 

A year ago, when Sheri S, McCoy was 
picked to lead fohnson & Johnson’s 
pharmaceutical division^ she knew it 
would be the biggest challenge she had 
faced in 27 years at the company. ]&J 
was losing patent protection on two 
giant products: treatments for epilepsy 
and schizophrenia. It didn't have a 
single product on the near horizon that 
could make up for the $7 billion in an¬ 
nual sales that would disappear when 
the two drugs went generic. 

So McCoy, like many pharmaceuti¬ 
cal managers t poured her energies 
into acquisitions ， partnerships, and 
novel research collaborations, hoping 
to gain faster access to promising new 
markets* In July, J&J devoured Cougar 



Biotechnology for McCoy is fllNng 
close to 

as J&J-developed 
In early Septem* blockbusters go 

berit spent $885 off-patent 

million for an iS% 

stake in Elan Pharmaceuticals* And f&] 
will pay $441 million for 18% of Cru- 
cell, a Dutch biotech company that’s 
developing vaccines—a new product 
line for the 123-year-old 
J&J. This last purchase 
was announced on Sept. 
28 T the same day rival 
Abbott Labs bought the 
drug and vaccine unit of Belgium’s 
Solvay for J6.6 billion. Deals like these 
are unusual for ]&J ? but CEO William 
C . Weldon says McCoy has his full 
support. “We try to do our best with 
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STALKING THE FUTURE 

J&f lost patent protection on epilepsy and schizophrenia drugs worth $7 billion 
last year. These new drugs, if cleared by the FDA, could help offset the damage: 

product 

PROMISE PITFALL 

YON DELIS 

For ovarian 

cancer 

l&J licensed this anti-tumor A request by the FDA for more 

agent, derived from tha sea information about the overall 

squirt, and plans to sell it as a survival of clinical trial pafiertts 

combo with ite own drug, Doxil could delay approval 

RJVAROXABAN 
For preventing 
blood clots 

Developed with Bayer, it could The FDA is concerned about 

be the first r>ew oral anticoagu- side effects such as excessive 

(ant in the U.S. since warfarin bleeding and has requested 

hit the market in 1954- more data 

COMFYDE 

For epilepsy 

It could relieve "partial onset 11 The FDA asked for more data in 

seizures s the most common August 皂打 d research setbacks 

and difficult-to-treat type are limiting the drug's useful¬ 

ness for other diseases 

Data： Company reports 


our mtemai research," he told Busi- 
nessWeek t “but we recognize we need 
to look at other opportunities.^ 
McCoy’s mandate isn ? t confined 
to mergers and acquisitions. She is 
responsible for all aspects of drug de¬ 
velopment P from spotting potential hit 
molecules to devising marketing tac¬ 
tics* Laying out a strategy is challeng¬ 
ing now，with the recession dampening 
pharmaceutical sales and debates over 
health-care reform raising questions 
about how drug companies will be re¬ 
imbursed* In the first half of 2009, sales 
of f&J ? s prescription drugs dropped 
12% from the same period a year ago, to 
$11,3 billion. Revenues also fel in 卩 s 

consumer and medical-device units as 
customers kept their wallets shut. And 
J&J has had some regulatory setbacks: 
The Food & Drug Administration has 
issued a slew of requests for more data 
on drugs the company has submitted 
for review (table), 

STRANGE BEDFELLOWS 

One of McCoy’s most controversial 
moves is the deal with Irish drugmaker 
Elan. She and her team were interested 
in a promising treatment for Alzheim- 
er’s disease in Elan’s pipeline, but Elan 
already had a research partnership 
with Wyeth, which is being acquired by 
Pfizer. The deal thus plunges the nor¬ 
mally conservative f&J into an unusual 
three - way research alliance» In the 


past，Weldon says^ rivalry might have 
scuttled the partnership plan, but not 
anymore. “The cost of bringing prod¬ 
ucts to market and the risk associated 
with them is so much greater in today ? s 
environment" he explains. Success 
may depend on “the ability to partner" 

J&f initially agreed to invest $l billion 
in Elan, but on Sept, 14 it had to rene¬ 
gotiate the price and restructure the 
deal to avoid violating Elands contract 
with another partner. Even at the lower 
valuation, however, it ? s a risky bet^ 
especially considering that Elan’s lead 
drug has had mixed results in clinical 
trials. Investors were concerned that 
“the implied value was on the high 
side,” says SaraC. Michelmore, an 
analyst for Co wen & Co, which does 
not have an investment banking rela¬ 
tionship with J&J. “But gosh t it’sabout 
portfolio management" f&J needs 
some high-risk, high-reward products 
in its pipeline, she says. 

J&J also has been shopping for com¬ 
panies to acquire outright—and there 
are plenty of cash-strapped biotechs 
searching for lifeboats. Cougar was 
one. The $953 million J&J paid in cash 
was a huge premium fora startup that's 
years away from having a commercial 
drug* But McCoy was impressed with 
the companymethod of treating 
prostate cancer by inhibiting enzymes 
involved in hormone production— 
an approach that might also work in 


breast cancer. ]&] hopes to enhance 
Cougar ? s method with technology 
from another subsidiary, Veridex, that 
lets oncologists count tumor cells in 
tlie bloodstream to assess how well 
treatments are working. Using this in 
clinical trials, “we think we ’ll be able 
to predict which patients will benefit 
from the drugs/ 1 McCoy says* 

Even as the company explores 
partnerships, McCoy keeps her eye on 
internal research. One goal is to make 
the organization more entrepreneurial. 
In the past, J&J separated research and 
development by function—basic re¬ 
search, clinicalj regulatory^ and so forth. 
Instead, McCoy has set up five units de¬ 
fined by therapeutic focus: neurology, 
infectious disease J immunology, oncol¬ 
ogy, and cardiovascular and metabolic 
disease. Each unit has its own scientists 
and specialists versed in dealing with 
the FDA. And each has researchers 
dedicated to developing tests that will 
help doctors identify the patients most 
likely to respond to a new drug, 

McCoy, who came lip through J&J’s 
consumer and medical-device divi¬ 
sions, concedes she may have blind 
spots when it corner to prescription 
drugs ^ but she i undaunted by her new 
challenge* “I’m never going to have the 
depth of expertise” in drugs, she says. 
“But Vm comfortable making deci¬ 
sions in a time of ambiguity,” bwi 


Business 


Exchange 


Read, save, and add content on BW F s 
new Web 2.0 topic network 


Drogmakers Chase Vaccines 

J&i, Abbott Laboratories, Merck, and 
others are once again buying or 
pairing up with vaccine iri&kers」Ifs & 
major turnabout, as some of these 
players abandoned vaccines in 
the 1980s, notes a Sept. 28 
artide in The Wail Street Journal 




u Big drug companies have reentered 
the business as prices have risen 
and researchers developed new 
technologies for improving 
production, the article says. 


For this and related stories, go to 

http : //bx.busin essweek.com/ 
pha rmaceutical-ind u^try/reference/ 
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FINANCE 


WHATS NEXT 


Big Banks Take a 
Hint from Mint.com 


Intuit wants to buy the 
online budget tool, and 
imitators are sprouting 

Sy Lauren Young 

What’s the hottest innovation amid 
the recession? Web sites that let users 
manage their spending and other fi- 
nancial decisions. In September，Intuit 
made a $170 million bid for MinLcom ， 
the pioneering force behind the latest 
generation of personal finance tools. 

Now some big global banks are 
piggybacking on the idea in an effort to 
boost loyalty and attract a younger cli¬ 
entele. In the latest example t Citigroup 
and Microsoft are teaming up to create 
Bundle, potentially a standalone site 
to compete with Mint, according to a 
Bloomberg article. Says Mark Schwan- 
hausser, an analyst at consultancy 
Javelin Strategy & Research: ^Mint has 
applied pressure on everybody to be 
more innovative^ 

The new personal finance tools at 
banks’ in-house sites are similar to 
those at Mint. Customers can aggregate 
their data from several outside bank, 
brokerage, and credit-card accounts— 
and get their complete financial picture 
in one place. fPMorgan Chase’s Blue¬ 
print lets the bank T s 20 million credit- 
card holders design a plan to pay down 
balances. The Dutch bank INGis testing 
a service where customers can compare 
their spending habits to others. 

The payoff could be huge, especially 
in terms of loyalty. Online banking 
customers check their accounts 
twice a week on average and are less 
likely to leave a bank, according to Brad 
Strothkamp, an analyst at consul¬ 
tant Forrester Research* Banks figure 
that the extra tools and resources will 
encourage even more customers to stick 



THE FOLLOWERS 

Like Mint banks are launching their own 
personal finance tools 

JPMORGAN CHASE 

Chase's new Blue print service lets 
credit-card customers design a free 
plm to manage spendirtg. 


BBVA 

Witti its Tu Cyentas service, the Spanish 
bank targets customers with personal¬ 
ized offers for products. 


ING 

Tim, a service the Dutch bank is testing 
in Europe, has a social-networking 
component and budgeting tools. 


WELLS FARGO 

Customers have sat yp 10,000 budgets 
per month on average since Wells Fargo 
added spending tools to its portal last 
October 


BANK QF AMERICA 

The bank’s personal finance managa- 
merrt tool, My Portfolio, aggregates ac¬ 
count data from dozens of sources. 


around. “If we have products, services, 
and the best experience, that will give 
us more of their business or attract new 
customers over time 厂 says Eileen Serra, 
president of Chase Caid Services, 
which launched Blueprint. 

Banks also are hoping to attract a 
younger clientele. Mint『s 1.5 million 
users tend to be young and upwardly 
mobile. The median Mint customer is 
30 years old. It’s a critical demographic 
for banks. Unlike baby boomers, 
members of the younger generation are 
just establishing their financial lives, 
making them a lucrative market for new 
mortgages and credit cards, 

TARGETED PITCHES 

Ultimately, banks are hoping to cash in 
on those sorts of cross-selling oppor* 
tunities»By mining data across several 
accounts, they can get a better sense 
of which of their financial products 
customers might want, “If you know 
what customers hold T you have a much 
better idea" of what services they 
need, says Javelin ? s Schwanhausser. 
Banco Bilbao Vizcaya Argentaria is 
among the first to pitch consumers; 
in late October, it will start selling real 
estate and rental services to custom¬ 
ers in Europe through Tu Cuentas, its 
personal finance portaL 
A similar strategy has been critical 
to Mint’s success* In its “Ways to Save” 
section, the site makes targeted pitches 
to customers based on credit scores, 
purchase history, and other financial 
metrics. Right now T Mint is teaming up 
with banks, brokerages, and credit- 
card companies to develop tailored 
promotions, and it plans to expand into 
travel and aoto insurance* 

Mint makes most of its money off 
the promotions* CEO Aaron Patzer 
says 20% of customers that use the 
“Ways to Save” section cheek out the 
deals, (Traditional banner ads garner a 
click-through rate of roughly 1% .)Us- 
ers also tend to buy: Depending on the 
category, customers will take advantage 
of the deals 20% to 40% of the time r 
estiirmtes Patzer, “That’s why Intuit is 
buying Mint" says fim Bruene of On¬ 
line Banking Report 7 a trade publica¬ 
tion* And it T s why banks are following 
the site’s lead . 丨 BW 1 

- With Aaron Ricadela in San Francisco 
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played the central role in revenue 
performance, yet carriers have been 
savaged in recent years as ticket prices 
have plunged. 

Passengers could be forgiven for 
wondering where the new charges 
might end. Is air travel destined to be 
dominated by ultra ^spartan flights, 
such as those pioneered in Europe 
by Ryanair? Michael Oleary, 

Ryanair’s CEO ^ has even proposed 
installing credit - card - operated 
toilets. Says Forrester Research travel 
analyst Henry Harteveldt: Airlines are 
“just trying to figure out liow much is 
too ibucIl” 

THE NEW REALITY 

Carriers are learning that some fees 
are more palatable to travelers than 
others* Checked luggage is one of 
the most successful new revenue 
sources — the top 10 U.S. airlines col¬ 
lected S670 million in bag fees in the 
second quarter, a 276% lump t.Tom the 
prior year, according to the Bureau of 
Transportation Statistics, American 
led the way in June 2008 with a $15 fee 
to check a first bag, and nearly every 
other U,S, carrier has matched that. 
Bag fees have migrated to international 
travel, with many U*S, airlines charge 
ing $50 fora second piece of checked 
luggage* On Sept. 25, British Airways 
announced new charges as high as S97 
per one-way flight for travelers who 
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STRATEGY & COMPETITION 


Coffee ， Tea ， 

Or Doggie Hoodie 

From baggage to blankets, a la carte charges are 
becoming significant revenue sources for airlines 


By Esme E. Deprez 

Just a few years ago air travel was 
simple: Buy a ticket, fly. But as airlines 
hunt for new revenues to help them 
weather the recession，their goal is 
to make fares just one piece of the 
travel experience* Whether it^ a 
fleece-blanket- and - travel - pillow set 
(US Airways) or extra frequent-flier 
miles (United Airlines), the airline 
cabin has become a bazaar T and the 
selling has only just begun. 

Ancillary revenues—products and 
services airlines can sell a la carte—are 
becoming a vital financial lifeline for 
airline balance sheets amid weak travel 
demand, That J s one reason JetBlue 
sells a $15 “doggie hoodie TT for your 
pooch or a $225 model of an Airbus 
A320, Allegiant Air, a U.S, pioneer in 
ala carte pricing, knows that most of 
its customers are on leisure trips to Las 
Vegas, Florida, or Arizona, So midway 
through the online ticket-booking 
process, the Las Vegas-based com¬ 
pany offers to create a book of yoor trip 
photos for J59.99* 

Allegiant , perhaps not comci- 
dentally, is one of the few profitable 
U.S. airlines, with nearly 23% of its 
$504 million 1112008 revenue coming 
from ancillary sources. Worldwide, 
such revenue for all airlines totaled 
$10,3 b 產 km in 2008, up 346% since 
2006, according to a study by market 
researcti firm Idea Works, “If it weren’t 
for ancillary revenue, we probably 
would have seen at least one of the 
major airlines fail，given the reces¬ 
sion," says Idea Works President Jay 
Sorensen* 

The trend is further blurring the 


lines between legacy air carriers and 
discounters, Sorensen predicts that in 
the next five years, “the entire do¬ 
mestic coachtravel experience will be 
very similar ,f to that of the discounters 
as legacy carriers continue to charge 
extra for products and services. Food^ 
checked luggage ? staff assistance at 
check-in, and even paying with certain 
credit cards will incur separate fees, he 
expects. 

Airlines argue that they have 
little choice: Low fares do not cover 
their costs t and charging for prod- 

BAGGING PROFITS 

Checked bag fees imposed by many 
U.S. airlines in 2003 hav€ soared, 
helping carriers 1 balance sheets 

BAGGAGE FEES; mm 9 'QS 
MILLIONS OF DOLLARS 


$118.4 

$42,9 



$118.4 



CONTI NEMTAL 




Data; Bureau of Tran spoliation Statistics 

nets and services represents one of 
their few options for survival. “The 
airlines have beenm negative returns 
since the days of Orville and Wilbur 
[Wright],” says Daniel P* Garton, 
executive vice-president for market¬ 
ing at American Airlines. “We need 
to figuTe out how to get some new 
revenue" Historically, fares have 
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want assigned seats sooner than 
24 hours before departure* 

While it may take time to adjust 
to the new reality, consumers could 
ultimately benefit. With an a la carte 
approach，fliers will no longer be 
subsidizing products or services they 
don T t use. Passengers can also expect 
a more customized experience as 
airlines track individual preferences. 
For example, if you typicalybuy a 
glass of red wine on evening flights or 
skip the nonstop to your destination 
because a layover is cheaper, an airline 
could recognize those habits. Then the 
company might ask if you want to pair 
your wine with a cheese-and-fruit 
plate or to switch to the nonstop flight 
for an extra fee. 

Fees have not infiltrated many of the 
long - haul premmm carriers, which 
depend heavily on corporate travelers 
and others paying lofty fares. Some 
premium service airlines even view 
the trend as dangerous and avoid any 
initiative that could be construed as 
nickel - and -diming passengers, “We 
must not hurt our product and our 
brand T and it’s very difficult M to chase 
new revenue sources, says Patrick 
Bramielly, a vice-president at Dubai- 
based Emirates, That’s why court* 
ing affluent travelers with a luxury 
experience—and the higher fares that 
commands —is critical* “Service,” he 
says, “is revenue " 1 bwi 
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STRATEGY & COMPETITION 


A Contrarian 
Electronics Chain 

In a tough time to sell TVs，upscale Midwest retailer 
hligregg is rushing into the void left by Circuit City 


By Matthew Boyle 

When Circuit City collapsed in Janu¬ 
ary, many retail experts thought Best 
Buy and Wal-Mart Stores had the 
most to gain from the closure of the 
consumer- electronics chain’s 567 
stores. But one retailer has seized the 
opportunity like no other: Hhgregg of 
Indianapolis, The 118-shop chain is in¬ 
vading Circuit City’s former home turf 
in and around Washington and even 
taking over some of its old locations. 
Hhgregg goal: to open more than 50 
stores over the next 18 months. “When 
a window opens, we take advantage" 
says CEO Dennis May. “Circuit City’s 
demise no doubt is a big part of that 
opportunity/' 

Hhgreggambitious plan carries 
significant risk. The history of elec¬ 
tronics retailing is littered with chains 
that grew recklessly, from Crazy Eddie 
to Good Guys* And the chain is invest¬ 
ing at a time when consumers aren’t 
spending as much on TVs and home 


applianceSj which together make up 
about 85% of hhgregg T s $1.4 billion in 
sales, (The U.S* Census Bureau esti¬ 
mates sales at electronics and appli¬ 
ance stores fell 10.49b in August from 
the previous year.) 

Hhgregg also has an unusual busi¬ 
ness model. Founded 1111955, it’s in 
some ways a throwback to an earlier 


EXPANSION PLANS 



Fiscal year ending in March 

Data ： hhgregg, SunTrust Robinson Humphrey 


the typical Best Buy and eschew its 
cluttered racks of low-margin DVDs 
and CDs. “Unlike Circuit City, which 
made the mistake of try ing to be more 
like Best Buy, hhgregg distinguishes 
itself in the market/ r says Jefferies & Co. 
analyst Daniel Binder. Its salespeople 
are also paid primarily on commission^ 
which May says fosters more loyalty 
and a stronger team* 
That was the industry 
norm until Best Buy 
abandoned the prac¬ 
tice in 1 989, believing 
it fostered pushy sales 
tactics (Circuit City followed later). 

To help avoid that peril, hhgregg 
gives employees 280 hours of train¬ 
ing in their first year to make sure they 
understand fully the ins and outs of 
the ioo-plus TVs and 400 appliances 
carried in stores. The result, says May, 
is "high-caliber people who know the 
product and know how to sell.” 

The chain focuses on pricier models 
with higher profit margins. Bob Perry, 
an executive vice-president at Pa¬ 
nasonic Consumer Electronics, says 
more people buy its $3,500 6 o - inch 
G10 plasma TV at hhgregg than at any 
other regional chain* That helps explain 
why the company boasts a gross profit 
margin of 31%, while Best Buy T s is 25%. 
u Hhgregg makes its dough on the upper 
end，” says Craig Johnson, president of 
consultant Customer Growth Partners, 

While its upscale ethos has hurt it 
as consumers have traded down to 
cheaper products, analysts say the 
company has taken some smart steps 
to ride out the recession. It started 
selling video game consoles and net- 
book computers to keep traffic stable. 
It has aho focused on Circuit City’s 
most lucrative markets. Moreover, by 
opening several stores in an area at 
once T bhgregg spreads out the costs 
associated with expansion. It also 
sends top managers to the new regions 
to ensure that its corporate culture 
takes root* 

Despite the risks, investors support 
May T s ambitions* They have pushed 
shares up 91% so far this year, to nearly 
17, compared with 36% for Best Buy, 
They’re betting hhgregg will thrive in 
markets where others have failed, bw 
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Focusing on 
Circuit City's 
most lucrative 
markets 
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THE HUNGER 
FOR SARA LEE 


Shares of Sara Lee jumped as much as 8% on 
Sept. 25, to 11.36, on news that the company’s global 
body care and European detergents businesses would 
be purchased by Unilever for almost $1.9 billion. The 

same day, Sara Lee's board authorized a $1 billion share repurchase program, 
and CEO Brenda Barnes revealed that the company intends to pursue other 
divestiture options for the remainder of its household businesses in order “to 
concentrate on our core food and beverage businesses^ ^ Barnes noted that this 
segment of the business, which includes the Ball Park and Jimmy Dean brands, 
can generate superior shareholder returns. But analysts at BMO Capital Markets 
are maintaining a price target of 12 since they expect the deal to have a neutral 
effect on fiscal year 2010 earnings. Their report did note, however, that they 
“would not be surprised if [Sara Lee] used the proceeds for acquisitions in its 
core categories,” In which case the stock could stand a better chance of re- 
reaching its 1998 peak of 26.86, -Tara Kalwarski 


I bonds I 

MUNIS: ROOM TO RUN? 

The Barclays Capital Municipal Bond Index 
is closing in on its best quarterly showing in 
almost 15 years. Through Sept, 29 the index 
returned 7%. Investors have taken note，and 
mum fund inflows topped record highs in recent 
weeks. High demand and below-average supply 
have pushed muni prices up, and, as a result, 
yields on AAA-rated munis are near all-time 
lows. “It’s a lot tougher to make the argument 
for munis today than it was even a month ago,” 
says Hugh McGuirk, head of municipal invest¬ 
ments at T. Rowe Price. 

Still, McGuirk thinks munis have room to run. 


He notes that yields on lower - rated invest - 
men 卜 grade munis (AA^ to BBB) Temain above 
long-term averages* And the Build America 
Bond program, which gives state and local 

governments a subsidy 
on taxable bonds issued 
for capital projects, will 
continue to take supply 
from traditional munis 
through 2010, In essence, 
MeGuirk believe s that the 
same amount of demand 
will chase a smaller supply. 
The caveat? “Wheninter¬ 
est rates rise，you will lose 
money/ 7 he says, -T.K. 


Ijk 

Return on 
the Barclays 
Capital Mu¬ 
nicipal Bond 
Index during 
20G9 ! s third 
quarter* 

o*f Sept 29 
Data: Bloomberg 


jCOMMODITiESl 

COOLING 

COPPER 

Copper prices have 
soared 90% in 2009, 
as the metal benefited 
from massive 
stockpiling by China 
and a recovering 
global economy. But 
the hot streak may be 
ending, says Bay Crest 
Partners 1 Blaze 
Tankersley. Chinese 
imports are down 42% 
from their June high, 
and copper invento¬ 
ries jumped 15% in 
September^ the third 
month of increases. 

Copper prices have 
historically depended 
on construction to 
spur demand, but a 
new building boom is 
unlikely to emerge 
soon* ftnd the prices 
almost fundamentally 
insulting," says 
Tankers ley. He 
recomme nds selling 
copper futures at 
$275 to $282 a 
pound—they closed at 
$272,90 on Sept 
29—and believes they 
could trade as low as 
$200 by the end of 
March 2010. (He made 
a similar call in 
August 200S, when he 
correctly said copper 
would fall from $300 
to $150-) Investors 
could also short the 
iPath Dow ione-UBS 
Copper Subfndex 
Total Return 
exchange-traded note 
at around 3770, he 
says, just above its 
Sept 29 close of 
37.49. -Ben Levisohn 
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|THE MARKET] 

BRACING FOR 
A SELL-OFF 

By Levisohn 



Investors have a right to feel sunny. The recession has most 
likely ended, analysts are raising predictions for third-quar¬ 
ter earnings，and the Standard & Poor’s 500-stock index 
is up 56,8% since its March low. So why are some promi* 
nent fund managers feeling gloomy? ^ All of the managers 
featured in this story bumped up equity exposure in their 
portfolios earlier in the year—they are not permabears. But 
some look at the economy and still see troubling signs of 
stress. Others have analyzed the stock market's rally and 
determined that it may have come too far，too fast, and are 
preparing their portfolios fora market sell-off. 

The Hedger 

JOHN HUSSMAN 

President, Hussman 
Investment Trust 

During the first quarter of 
2009, when the S&P 500 
fell 12.7%, John Hussman 
watched the $5*2 billion 
Hussman Strategic Growth 
Fund gain 7 % * That wasn’t 
the result of brilliant stock 
picks, although his selections 
did outperform the market. 

Rather, it had to do with a strategy Hussman 
uses to hedge his portfolio with option con¬ 
tracts, He has employed it since opening his 
Ellicott City (Md,) fund shop nine years ago. 

Hussman sells calls (options betting that the 
stock market will climb) and buys puts {options 
betting the market will fall) on the S&P 500 ， 

Russell 2000, and Nasdaq 100* When he hedges 
the entire dollar value of his portfolio, as he did 



at the start of 2009, he’s bet ting that his stocks 
will gain more <or lose less) than the general 
market, Asa result, he should make <or lose) 
the difference between the return on his stocks 
and the overall gain or loss from his hedges* So 
while his stocks rose just 1*45% from January to 
March s his fond was upbecause the market 
dropped l¥fc and his hedges paid off- 

As the market turned in March, Hussman 
stuck with his portfolio of companies with 
stable sales and operating margins, including 
AstraZeneca, which is 3.5% of the fund, and 
Johnson & fohnson (pages 58 and 70), at 3,19%, 
rather than follow the crowd into beaten down 
financials and cyclical stocks. He also bought 
call options, abet that the stock market would 
rise. That gave him exposure to the overall mar¬ 
ket without having to buy companies he didn 't 
want to own for the long run. 

As the market climbed, so did the value of 
the options, reducing some of the fund’s losses 
from hedging, (It was down 0.8% in the second 
quarter, compared with 23.8% for the S&P 500.) 
But in late September, he sold the call options, 
judging the market ^strenuously overbought," 
Translation: Stocks are not cheap* He calcu¬ 
lated that at current prices, stocks would return 
just 6.6% annually, well below their historical 
levels of about 10%. Market volume, too, has 
been underwhelming, an indication that many 
investors prefer to sit on the sidelines. Addin 
tough economic conditions, and the rally could 
be coming to an end. 'Tm extremely concerned 
we’ve put a Band-Aid over an infection 厂 Huss- 
man says. 

The Technician 


BARRY JAMES 

Preside nt f iames 
Investment Research 

Back in February, Barry James, president of Xe¬ 
nia (Ohio)-based fames Investment Research, 
started adding stocks to the $545 million James 
Balanced Fund, His timing was off — it usually is, 
he says, since the technical indicators he follows 
tell him what’s going to happen but not when. 
Nevertheless, he continued buying equities 
through the market’s low and into April and 
May, bringing the fund4 equity position from 
under 35% to 55% at its peak. (In a “nomml” 
market, James usually has a 50/50 split between 
stocks and bonds). But like Hussman，fames 
thinks the market has overreached. During past 
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rallies from extreme sell-offs, markets peaked 
when 70% of stocks had traded above their 50- 
day moving average, or the average stock price 
over a 50-day period. That number is now near 
90%, says James. 

Investor sentiment has reversed from March 
lows as well. Then, the investor sentiment 
surveys James follows showed most share¬ 
holders to be bearish. Now less than 30% of 
investors say the market is due for a near-term 
fall. “That’s never a good sign，” says James. He 
expects a drop of at least 20% in the next few 
months and has cut his fund’s stock position 
to 40% . He is putting money into sovereign 
debt from countries such as New Zealand and 
Australia that offer higher rates than do U.S, 
Treasuries»He also likes gold and silveT pToduc- 
etSj including Barrick Gold and Silver Wheaton ^ 
which should benefit if the dollar continues to 
fall* The fames Balanced Fund is up 5*91% this 
year, after being down 5,5% in 2008. 

The Fundamentalist 

JOHNLEKAS 
Manager 

Leader Short-Term Bond Fund 


On Mar, 31, John Lekas t the Portland (Ore.) 
manager of the $205 million Leader Short - 
Term Bond Fund，predicted that the Daw [ones 
industrial average would hit 9,600. For clients 
whose money he manages outside of his fimd t 
that meant a move into stocks. But when the 
Dow hit his target on Aug, 25, Lekas didn’t like 
what he had seen. The market’s rally was driven 
by sentiment，and the fundamentals hadn’t 
improved enough to justify those gains^ he says* 
There was still too much debt on corporate 
balance sheets, with around $2 trillion T or 659b, 
coming due in the nest four years. 

While refinancing most likely won J t be a prob¬ 
lem, he says, the new debt will be more expen¬ 
sive, so simply making interest payments will eat 
up more cash. Meanwhile, companies will find it 
difficult to boost revenue to 
make up the difference. To 
maintain profits T they r ll need 
to lay off more workers. Lekas 
believes unemployment 
could hit l6*7oby the end of 
2010, That poses a problem 
for the markets. “If you don’t 
have real organic growth, 
you’re not going anywhere,” 
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he says. Byyearend, Lekas 
expects a Dow of 6,300, a 35% 
loss from today, He f s dumped 
most of his equity positions 
in favor of cash, Treasur¬ 
ies t and short - term bonds* 
(He made a similar decision 
in fanuary 2008, protecting 
his clients from much of that 
year’s losses,) Only 10% of 
his clients^ portfolios are in 
stocks. 
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The Stockpicker 


SHAHREZAYUSOF 

Head, U.S. Equities 
Aberdeen Asset Management 


Aberdeen ILS. Equity fund had a tough 2008 
—the large-cap growth ftind lost 41%— and this 
year began with more of the same. “The world 
looked like it was going to end T ” says Shahreza 
Yusof, head of U,S. equities at the U.S. affili¬ 
ate of global money manager Aberdeen Asset 
Management. “And there’s no point investing 
in an end-of-world scenario.” Instead, the fund 
held on to its financial stocks even as the crisis 
deepened. Top holdings (as of Aug* 31) such as 
Oracle and Philip Morris International helped it 
gain 29. 9% this year* 

Lately, Yu^of has been lightening up on stocks 
that have had the largest gains since their 2009 
lows. From June to Aug, 31， the fund cut back on 
shares of graphics-processor maker Nvidia by 
37% and info tech provider Cognizant Technol¬ 
ogy Solutions by 27%. Yusof moved the money 
into stocks that have lagged the market t boost¬ 
ing positions in Kellogg and medical-supply 
company Baxter International by 50% ■ BW 


Business 


Exchange 


Read, save, and add content on BW’s new Web 2,0 topic network 


Bull Run Blues 

The rally fn slocks is 11 one of the least joyous bull runs in memory:’ said a 
Sept. 17 Los Angeles Times article, as investors worry about its “unexpected 




length and magnitude, 11 Markei pros are surprised there hasn’i been a 10% to 
15% correction during the rise」That would bo norma! in a longer-term bull run 
and give economic fundamentals time to catch up with Jl exubenant expectations. 11 


To read the full article, goto 

http:// bx,busi nessweek.com/u s-stock-market/refere nee/ 
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HOWTO PLAY IT JOHNSON & JOHNSON 


PERSONAL BUSINESS 


J&J Tries to Buy 
itself a Pipeline 


this year, courtesy of generic copycats that have 
grabbed market share after the expiration of the 
patents for Topamax in March and Risperdal in 
June 2008. 

The drug division should be able to get back 
on track over the next lS months with as many 
as six potential blockbusters, says Morning- 
star analyst Damien Conover, Several of those 
products could exceed $1 billion in annual 
sales, he notes. A promising pain medka- 
tion, Tapentadol, has already been approved 
and should go on sale soon. The company 
could also regain market share for the treat¬ 
ment of epilepsy with a drug called Comfyde, 
But Conover says approval from the Food& 
Drug Administration is far from certain, and 
discussions with the agency are ongoing* Other 
future products offer treatments for arthritis 
and cardiovascular problems. “It’s hard to : find 
any other company that has as many drugs that 
could hit the $1 billion mark 厂 he says. 

Meanwhile, the company’s consumer seg¬ 
ment, which sells everything from Band-Aids 


(FROM PAGE 058) 


By Aaron Pressman 


Shares of Johnson & Johnson didn’t hold upas well during 
last year’s market plunge as they did in prior downturns. 

After the Internet bubble burst in March 2000 t for example, 
J&J shares actually rose, gaining 65% through the end of the 
bear market in October 2002. But last year, the diversified 
health-care giant saw its shares tumble 31%, from over 70 to 
under 50’ in just six months. 


Since the market bottomed in March, J&J 
shares have recovered, currently standing at 
about 61, Analysts who follow the health-care 
sector say there’s more good news to come, and 
the shares remain a solid long-term bet* 

The company is gearing up for growth with 
smart acquisitions, according to Herman 
SaftlaSj an analyst at Standard & Poot j s Equity 
Research* It closed a $1 billion deal for Cougar 
Biotechnology in July^ so it now owns the up- 
starVs promising array of cancer medications. 
The deal follows an ongoing string of successful 
acquisitions starting with the drugmaker now 
called Centocor Ortho Biotech Products, which 
it bought for $5 billion a decade ago, he says. 
Analysts expect f&] to continue making 
modest acquisitions of promising smaller 
companies while shunning the megadeals that 
some of its rivals have done. “This is their phi¬ 
losophy, and this is what has worked for them 
fora whiled says Saftlas. il l don’t see them go¬ 
ing for a major merger,” 

^POTENTIAL BLOCKBUSTERS^ 

Like other drugmakers, f&J is suffering in the 
short-term as some of the company's best¬ 
selling drugs lose their patent protection. For 
the first six months of 2009 pharmaceutical 
sales declined 12%, to $11.3 billion* Epilepsy 
treatment Topamax and antipsychotic treat¬ 
ment Risperdal generated combined revenue of 
over $6 billion in 2008. But sales are dropping 


ON THE ROAD TO RECOVERY? 
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to baby shampoo, has been hit by the economic 
downturn* Sales in 200 9’s first half slipped 7%, 
to $7,6 billion. The division should benefit from 
an improving economy over the next few years. 
The risks to health-care companies from 
reforms in Washington have also held back f&J 
shares. But reform could end up helping the 
company's bottom line. That's because the 
drug industry is negotiating limited price cuts 
while pressing for broader insurance coverage. 
The situation is “most likely a wash" for J&J, 
but it could easily turn out better than many 
investors expect^ says Conover. “The outlook is 
so negative ， there’s potential for upside on the 
stock 厂 he says. 1 bw 1 
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AMERICANS YOU 
DON f T JUST KNOW 
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QUALITY CARE 


Blue Cross and Blue Shield 
companies the experience to 
identify issues, the knowledge 
to create solutions and the scale 
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I PRODUCTIVITY I 

TIME FOR A 
TIME CHECKUP 

By Ellen Joan Pollock 



This is a tale of obsession, passion, and guilt You guessed 
it: The subject is time management 4 Six months ago, lem- 
barked on a mission to wring a few more hours of productivity 
out of my week. I chronicled my work with a coach in an ar¬ 
ticle in BusmmVVfeefe. If you missed it, shame on you. But I’ll 
save you the time of thumbing through past issues or firing 


up your laptop and recap: I’m the executive edi¬ 
tor of the magazine you are holding, and I work 
a frightening number of hours each week while 
keeping my fingers crossed that my 11-year-old 
is eating at least a gram or two of protein and 
has not taken up smoking* 

Marian Bateman, a nurturing and utterly de¬ 
lightful senior coach at David Allen Co*, walked 
me through the many steps it takes to set up the 
“Getting Tilings Done” （ GTD> method created 
by her company ? s founder* I “collected” and 
“processed” my stuff, I reconfigured the task 
function in Microsoft Outlook in unimaginable 
ways, I set up systems of folders with the help 
of a handy - dandy lab eler that now fee Is like a 

I’d absorbed the “tricks and tips M of GTD, 
not to mention an annoying amount of its lingo. 
But I had failed to do my “weekly reviews 11 

beloved family member. And when I promised 
editors here that I would do a follow-up in six 
months, there was swagger in my step. 

A bit too much. 

As I write this I T m dangerously close to blow¬ 
ing my deadline. Would I be further along if I 
had “captured” this article as a “project” in my 
Outlook task function and broken it down into 
a series of “next actions"? Whyhadn J t I put my 
deadline on my “hard landscape" aka a calendar? 


Even before the GTD master himself called 
me on my cell phone—at the exact second 
scheduled ? I might add ^ I knew where I F d failed, 
I had absorbed what David Allen calls the "tricks 
and tipsof GTD r not to mention an annoying 
amount of its lingo. But although I had been du¬ 
tifully using my task list to remind myself to pay 
my daughter 's dashing but pricey orthodontist, 

I had done nary a “weekly review,” That^s the 
roughly hour-long process bywhich Allen’s 
acolytes close their office doors and regroup by 
sifting through their in-boxes T calendars, proj¬ 
ects, “action support” folders, and brains, (That 
last bit is called a mind sweep. Sorry,) 

A “酬 DUKE WATER” 

Does it really matter that 1 blew off the weekly 
review? Allen says it does, and many of the 
roughly 1 million folks who have bought his 
Getting Things Done book would agree* The 
whole point is to empty your head so you can 
“start with a clear space 厂 Allen told me. With¬ 
out that you can y t "calibrate new stuff against 
your inventory because you don’t know what 
your inventory is.” The goal is to have a “mind 
like water/ 1 a phrase Allen borrowed from ka¬ 
rate, (Somewhere along the way, he found time 
to earn a black belt,) If you throw a pebble into 
a still pond, it will respond appropriately to the 
“force and mass of the input ? then it returns to 
calm，” he explains in his GTD book* 

I’d be the first to admit that my mind T s con¬ 
sistency is more like overcooked oatmeal than 
water. But percolating up through the gooey 
mess was a thought that had nagged at me 
ever since I had taken GTD out fora test drive. 
Didn’t this whole GTD thing involve an awful 
lot of rules，if not outright orthodoxy? Allen 
didn’t seem too happy when 1 mentioned the 
word ’’cult" He didn’t agTee with the rules part 
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The courage to experiment, 
the conviction to see it through. 



The 2009 Harold W. McGraw, Jr Prize in Education honors leaders for their work in 
driving innovations in our schools. Each Prize winner is being recognized for addressing the need 
to grant all students access to the knowledge and skills necessary for 21 st century jobs. 


Sarila E. Brown 

President 

Excefencia in Education 

Convinced that an innovative policy think tank 
should do more than just collect current data 
about her field of Hispanics \u higher education, 
Brown founded Excelencia in Education to go 
one step further. A national authority on and 
advocate for progress of Hispanics in higher 
education, her work accelerates Latino success 
in higher education by linking research, policy 
and practice to serve Latino students. 


Dr, Lmda Darling-Hammond 

Charfes £ Ducommun 
Professor of Education, 

Stanford University 

Darling-Hammond helped elevate the 
quality of teacher education and 
education writ large to vita! national 
policy issues. At Stanford University, she 
founded and oversees the innovative 
School Redesign Network, which works 
to transform schools to teach 21 s1 century 
skills and supports student success 
through innovations in district and school 
redesign, as well as in curriculum, 
teaching and assessment. 


Dr, Joseph 5, Renzulli 

Professor, Educational Psychology, 
University of Connecticut 

Renzulli, director of the National Research 
Center on the Gifted and Talented at UConn, Is 
an innovator in the field of education for gifted 
and talented children. He developed theories 
and strategies used in thousands of schools 
across the United States to improve gifted and 
talented education. His groundbreaking work 
also contributed to effective educational 
strategies for all children. 


To learn mm about the Harold W. McGraw, Jr, Prize In Education and the 
2009 winners, visit wwvv. meg raw-hi 11 cofn/prize2009. 
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074 LIFE MANAGEMENT 


and reminded me that some very independent 
people use GTD, Surely the idea of keeping 
track of stuff and reviewing it from time to time 
is a pretty good one. But do you have to have the 
fervor of Allen’s more than 1*1 million Twitter 


followers—growing at the rate of more than 
4,ooo fans a day—to make that happen? 

Tb answer that question I decided to get in 
touch with Leo Babauta, who writes on pro¬ 
ductivity from Guam, His blog, Zen Habits, has 
137,500 subscribers. Leo—he just doesn't seem 
like Mr. Babauta- has tons of followers on Twit¬ 
ter, too, though not nearly as many as Allen, (This 
is not a contest, guys! > Once a big fan of GTD, Leo 
decided it was too complicated and created his 
own version T Zen to Done, In his e-book on the 
subject he complains that GTD ^focuses more on 
the capturing and processing stages than it does 
on the actual doing stage." 

Getting to Leo was a lot harder than reaching 
Allen. While GTD counsels processinge-mail 
in-boxes to zero, Leo had decided to throw his 
overboard. In a July blog post he announced 
that henceforth Twitter would be his “main 
form” of communication. 


I didn ; t like the idea of contacting Leo with 
a public Twitter post. After a bit of hunting, I 
finally found his e-mail address and zipped a 
message off* An “autoresponder” replied with 
a six-step process for scheduling a phoner* 
One involved entering the 


e-mail address for Leo’s 
Google calendar into a 
“guests” field in Outlook, 



The address had a stew of 26 letters and num^ 


bers before the®. 

This may save a lot of time for Leo, but it had 
just soaked up more than half an hour of mine, I 
dashed off a polite but whiny response saying I 
was having none of it* By then it was approach¬ 
ing 1 a.m. ’ and Charlie the puppy was pulling 
at my pant leg to remind me I was late for his 
nightly 12:30 a,m, game of fetch. 


TAKING BABY STEPS 

Several days later r Leo and I finally touched 
base the old-fashioned way—by phone. He was 
sympathetic about my guilty conscience on the 
weekly review front and said he had felt much 
the same way, “As great a system as it is 厂 he 
said, “there is just too much overhead—re view ▲ 
ing, collecting, planning" His theory is that 
habits are only formed “one little baby step at 
a time.” He reported that since publishing Zen 
to Done in late 2007, he F d traveled farther along 


1 , 116,159 


Number of people following David 
Allen (as gtdguy) on Twitter 

Data: Sus/n-essM/eeA:, as of 10:57 a.m. 
on Sept- 30 


the road to simplicity，and he shared his current 
secret for productivity success. 

He keeps a text file on his computer. Anytime 
he needs to do something, he just pops it onto 
the list. It’s all part of his guest for minimalism, 
laid out in The Power of Less, published in fanu- 
ary, “Basically I have a new philosophy of just 
following my passion" he says. “I do things that 
Vm excited about, I know it sounds New Agey: 1 

A text file. That sounded remarkably like the 
simple “to do” list I’d always kept in a notebook* 
That 's the list that got me into trouble in the 
first place. As my personal and professional 
lives grew more complex, it was never quite 
enough. I suspect I’m as passionate about my 
work as Leo is about his. But sometimes I have 


to do things Vm really not all that excited about. 



Oddly, or maybe not so oddly, Leo and Allen 
agreed that I wasn’t actually doing so badly 
with GTD. Leo suggested I celebrate the suc¬ 
cesses Td had with it* Alien, after listening to 
me describe howl was using GTD，called it 


PENCIL 




pretty good stick rate.” It takes about two years 
for GTD to become second nature, he said, add¬ 
ing that he hoped our conversation would spur 
me to give the weekly review a shot. 

So maybe 1 5 11 crack open David Allen Co.’s 
three-CD set on weekly reviews that has been 
gathering dust in my living room for the past six 
months. Or check out the “tweekly review” sem¬ 
inar that a David Allen coach recently tweeted on 
Twitter. I might even buy one of the ^mind like 
water” T- shirts now 25% off on the official GTD 
site* “If you do enough weekly reviews," Allen 
says, “you can J t stand not doing them" 

We T l! see. 1 bw 1 
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HEINZ IS 
LOOKING RICHER 


Major food processor H J, Heinz (HNZ)is 

ranked highly for safety and price stability by re¬ 
search outfit Value Line, even though Wall Street 
isn't too impressed with it, But that may change, 
with some pros suggesting that Heinz is apt to 
attract suitors precisely for its fundamentals ? 
undervalued assets and underpriced stock. 


SOON TO BE A 
TAKEOVER TARGET? 

STOCK PRICE (DOLLARS) 


MAR. 

Data; Bloomberg 


Featured in this space in 
April when it was trad¬ 
ing at 33 a share, Heinz has 
since climbed to 39.69 even 
though only 7 of 19 analysts 
rate it a buy，11 are neutral 7 
and one tags it a sell. But 
Heinz “will likely be on top 
of the list of food compa¬ 
nies that will be a takeover 
target 广 says Mark Boyar ， 
president of Boyar Asset 
Management, which owns 
shares. Known for its familiar Heinz Ketchup, it also makes 
other brand products such as Ore-Ida potatoes, Clas- 
sico pasta sauce t and PIasmon baby food, On assets alone, 
says Boyar，Heinz is worth 50 a share ， but it could fetch a 
premium price of 65 in a takeover for its cash-generating 
qualities and hefty 4.2% dividend yield. 

Standard & Poores Tom Graves says what’s alluring about 
Heinz is its growth in emerging markets where sales are 
rising faster. Some 55% of sales come from outside the ILS, 
Rating Heinz a buy, Graves upped his 2009 forecast to $278 
a share from $2,74 and 2010 to $3 from $2,93. 


BUSINESSWEEK.COM 


Inside Wall Street is posted at business week 
com/investor at 5 p.m. EST on Thursdays, 


OnEess otherwise noted, neither the sources cited in Inside Wall Street nor 
their firms hoEd positions In the stocks und^r dbcussEon. SimilarEy, they 
have no investment banking or other financial relationships with them. 


ON A 

BON VOYAGE 

STOCK PRICE (DOLLARS) 


MAR. 3Q, 09 
Data: Bloomberg 


Carnival 
Cruises Along 

Despite the soft economy 
and weak consumer spend¬ 
ing, the world's larg¬ 
est cruise line T Carnival 
(CCL) t beat the Street’s 
third-quarter forecasts* 

St ronger^ than- expected 
ticket pricing in the summer 
helped results, notes Robert 
LaFleur of Susquehanna 
Financial Group, who rates 
the stock a buy. It has sailed 
to 33,28 a share from 20 in 
March, Bookings for the 
remainder of the year and 
for the first half of 2010 are 
running 19% ahead of the 
prior year, says LaFleur. 

So he bumped op his 2009 
earnings forecast to a 

share from an earlier 答 2, 09 ， 
and his 2010 estimate to 
$2.65 from $2,29, 

Joseph Hovorka of 
investment firm Raymond 
James upgraded his rating 
on Carnival to a strong buy 
from market per for with 
a 12-month target of 42* 
One reason: Bookings are 
picking up, the analyst says, 
while pricing may have 
reached bottom- 


THE PIPELINE 

SEEMS PROMISING 

STOCK PR ICE (DOLLARS) 


MAR. 30, 

Data: Bloomberg 


Access Pharma: 

In the Pink 

As major pharmaceuti¬ 
cals seek companies with 
a pipeline of promising 
drugs to augment their own 
depleting inventories, some 
pros bet that one target will 
be Access Pharmaceutic als 
(ACCP), now at 2,85 a share. 
It hit a high of 17 in 2005. 

Its dmg MuGard, approved 
by the FDA in 2007, treats 
oral mucositis, a debilitating 
side effect of chemotherapy 
and radiation treatment. It’s 
now sold in Europe T with a 
global market potential of 
$5billion, says Access. The 
company regained North 
American rights this sum - 
iner and hopes to partner 
with a big dmgmaker. Keith 
Markey of Griffin Securities 
(it did business with Access) 
says MuGard alone is worth 
more than Access J stock, 
and its two cancer drugs, 
Prolindac and Thiarabine, 
are big extras that “make 
Access a cheap takeover 
baitRobert Wasserman of 
Dawson fames Securities 
says Access is an enticing 
targetworthlL BW 
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2009 Automotive Internet Roundtable 


Bringing Buyers Back 

Maximizing the Customer Experience in a Challenging Market 


Consumers are utilizing the Internet in their vehicle 
searches* In a time when vehicle sales are at a historic low, 
it is critical to take advantage of all sales opportunities— 
especially those online. 

Our agenda for the 2009 Automotive Internet Roundtable is 
designed to help you capitalize on all Internet 
opportunities,Through general sessions and breakout 
sessions, you will learn about various topics from key 
industry professionals such as: 

Juggling the Customer—Don't Drop the Ball moderated 
by Mike McFall of Black Book Online with panelists: 

• Steve Center, Honda 

• Rachel Richards, Sonic 

• RudiThun, AOL 

• John Holt, Cobalt 

• Cindy McColley, General Motors 

Moving Online Leads to Offline Sales moderated by 
Angie Sherrel! of GS Marketing with panelists: 

• Clayton Stanfield, eBay Motors 

• Todd Smith, ActivEngage 

• Jim Flint, John Eagle Honda 

• Pete Dalamaggas,Toyota of Des Moines 


October 14-16, 2009 

Red Rock Resort and Spa 

Las Vegas, NV 

* Recently released data from the 
J.D. Power and Associates/ 
Compete Auto Buyer Clickstream 
Behavior Platform 

* Discussions with industry leaders 
focused on: 

o Media integration 
o Beyond the RFQ 
o Rich media 
o Video platforms 
o Mobile marketing 
o Cross-tier ad spending 
o And much moref 

* Valuable industry networking 
opportunities 

REGISTER TODAY AT: 

jdpowerxom/roundtable 


In collaboration with: 


lUmpSTART 

9 I ^UTOWOTfVE GROUP 


Rsplyfcom 

Cobalt 


Sponsored by: 


▼ 

VIBRANT 


AOL 卜 


A utoTYader^^) 


For more information, visit jdpower.com/roundtable, contact Stephanie Naina at 805-418-B607, or E-mail us at AutomotiveBoundtable@jdpa.com 
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Fixing an Out-of-Whack Global Economy 

Stephen Roach, who predicted the downturn, says the West and Asia need to trade spending habits 



Stephen S* Roach has long been regarded as Wall Street’s perennial 
bear. He has been predicting an American economic Armageddon 
since 2004, and though it took a while, history proved him right. Since 
leaving his job as chief economist at Morgan Stanley to become its 
chairman for Asia Pacific, in May 2007, Roach has trained his sights 


primarily on the East, Anyone looking 
for a solid primer on the region and its 
increasing interdependence with the 
West should give Ms new book ，The 
Next Asia t a good thumbing. 

In this collection of essays and quick 


hits written between 2006 and June 
2009, Roach opines on everything 
from the North Korean nuclear threat 
to soft-headed Washington lawmak- 
ers» But the dominant theme is one 
Roach has harped on ad nauseum—his 


words, not mine—for years: The global 
economy is seriously out of whack and 
needs a complete rebalancing. Ameri¬ 
can consumers need to stop spending, 
and Asians need to start. 

As is now obvious, the asset-driven 
growth of America’s economy was 
unsustainable. Roach deserves credit 
for sounding the alarm m early 2006, 
warning that the spending binge fueled 
by soaring housing and stock prices 
was a runaway train* Personal savings 
rates in the U*S. fell to virtually zero 
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between 2005 and 
200 he notes in a 
short but dire chap¬ 
ter written in No¬ 
vember 2008. Asia, 
especially China, 
had no choice but 
to run huge trade 
surpluses and buy 
dollar assets with 
foreign reserves to 
underwrite U.S. 
consumers. 

The flip side is chronic under¬ 
consumption within China and 
its overdependence on export-led 
growth. Roach credits Chinese Premier 
Wen Jiabao with seeing the inherent 
weakness, despite its torrid growth, 
in China’s economy, which Wen 
described as “imbalanced, unstable t 
uncoordinated, and unsu stain able 11 
at the National People’s Congress in 
Beijing in March 2007. Roach argues 
that Chinese consumers, who ac¬ 
counted for just 35% of their country^ 
GDP in 2007, compared with 72% for 
U.S, consumers^ won’t loosen their 
purse strings until China improves its 
tattered social safety net. The national 
social security scheme, for example, 
has just enough in its coffers to provide 
$100 per capita in lifetime benefits. No 
wonder China has 20% of the world’s 
population but accounts for just 3% of 
global consumption* 

One of the most thought - provoking 
sections of the book deals with the 
globalization debate. The IT-enabled 
trade m services has brought tremeTi- 
dous benefits to developing Asia, but 



New from 
AXTOS PRESS 

Where Keynes 
Went Wrong 

bv Hunter Lewis 


^ Al 

iM, 


H Keynes is demolished and his 
quack system refuted. Three 
cheers for Hunter Lewis!” 

James Grant 

Grant's Interest Rate Observer 


Roach warns 
that Asia is too 
dependent on 
U.S. consumer 
demand 


the cross-border 
labor arbitrage 
hasn’t helped 
white-collar 
workers in lead¬ 
ing economies. 
Globalization was 
supposed to lift all 
boats, but labor’s 
share of GDP in 
the U.S” Japan, 
and Europe sank 
to an all-time low 
of 54% in 2007* Roach warns that 
the protectionist backlash in the 
West against globalization has gath¬ 
ered force since the crisis 
hit, with potentially disas¬ 
trous results. 

It helps that he leavens 
his macro-speak with 
sprinkles of macro-whimsy. 

In blogs written while he 
attended Davos in 2008 he 
pokes fun at the Polly an¬ 
nas who cling to ^dreams of 
decoupling 77 — “a scenario 
where the world no longer 
sneezes when the United 
States catches a cold,” Even so, some 
of his detractors begrudgingly tell him, 
“Well, yoo T re finally rights Yet by the 
end of the alpine confab T he notes: 
^Around the world, marke 卜 friendly 
central bankers stand shoulder to 
shoulder in their penchant to keep the 
magic alive for an asset-dependent 
world. Time to get out of Davos,” 
Though the book’s title suggests 
a pan -Asian treatment T the work is 
lopsided toward China, which gets 
100 pages (170, 
if you include 
material on Sino- 
U.S. tensions); 
India gets a scant 
seven* Yet Roach 
describes India 
as the “sleeper,” 



overlooked compared with the China 
miracle. The subcontinent could 
become “Asia’s biggest surprise in the 
years immediately ahead,” he writes, 
though he fails to flesh out this argu¬ 
ment. And while the author says one 
cannot paint the rest of the countries 
in Asia with one brush, in the case of 
Singapore, lndonesia s and Taiwan T he 
doesn’t even bother taking one up. He 
does argue the need for the region to 
wean itself from the manufacturing 
that feeds China’s supply chain, which 
is dependent on the U.S. consumer. 
The only way Asia can avoid getting 
whacked by the next global downturn 
is to promote more inter¬ 
nal private consumption, 
he says. Unfortunately, 
Roach doesn’t provide a 
road map showing howto 
get there. 

Perhaps because the 
book is made up of shorter, 
stand- alone pieces writ¬ 
ten over three years, Roach 
often returns to the same 
themes and employs the 
same phrasing 


Th& Next Asia: 
Opportunities and 
Challenges for^ 
New Globalization 
by Stephen Roach; 
Wiley; 414 pp*; 
$39.95 


from one chapter 
to the next. Host 
count of the nom^ 
her of times Roach 
explained that 
a stronger yu 这 n 
or higher tariffs 
would ^amount to the equivalent of a 
tax hike on the American consumer 11 
because the U,S. would merely respond 
by importing from a higher-cost trad¬ 
ing partner* 

Ultimately^ Roach concludes that 
Asians bright future is less certain than 
many would suppose. The sooner it 
shifts away from export and invest¬ 
ment-led growth and figures out how 
to get its shoppers shopping, the less 
turbulence there will be on its eco¬ 
nomic ascent, bwi 
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How to reach BusinessWeek 

LETTERS FOR FEEDBACK 
We prefer to receive letters via 
e-mail, without attachments. Writers 
should disclose any corEnection or 


relationship with Ihe subject of their 
commentsH All letters must include 
an address and daytime and eve¬ 
ning phone numbers. We reserve 
the right to edH ： letters fordarfty 
and space and to use them in all 


electronic and print editions* E-mail; 
bwreader@ businesswee k.com 
Fax: (212) 512-0458 

BU5fHESSWEEK.COM 
The full texts of BusinessWeek 


and Basin ess Week To p News, 
as we El as Business Week archives 
starting in 1991, available on 
the Web at bus me ssweekcom 
and on America Online at 
keyword BW 


“A Second Opinion on Malpractice^ (New Business’ Sept. 28} argued that tort 
reform would do little to lower health-care costs. The issue is highly contro¬ 
versial, and the comments we got reflected that, Many doctors disagreed with 
the article, saying malpractice costs do, in fact, influence how they practice 
medicine. Other readers said tort reform, which would put a limit on damage 
awards，would be unfair to patients injured by physician error. -Cathy Arnst 


HEALTH CARE 

THE MALPRACTICE DEBATE 


We reformed our medical- 
malpractice laws in Texas 
in 2003, and it has drastH 
cally increased 
access to care. 

It T s a mistake to 
focus this debate 
so narrowly on 
physic ianprac^ 
tices* Reforms 
here have al¬ 
lowed hospitals 
to put money 
back into serving 
patients via expanded emer¬ 
gency rooms，stronger 
OB/GYN units, and upgrad¬ 
ed patient -safety programs. 
Screen name: Amy Arrant, M.D ， 

The “cost 1 ’ of defensive 
medicine is often cited r 
never proven. 

Screen name; Ben Glass 


[Tort reform] sounds like 
one more way to keep pa¬ 
tients from holding doctors 
accountable for serious 
malpractice offenses. 

Screen name: derek 


Inflated medical-malprac - 
tice premiums accrue more 


costs than those reflected in 
the bottom line. Graduating 
medical students are influ¬ 
enced to seek 
subspecialty 
training to offset 
the debt of med¬ 
ical education 
and malprac¬ 
tice premiums. 
Research shows 
that a popula¬ 
tion with more 
specialists than 
primary-care physicians has 
worse health outcomes than 
a population with adequate 
primary care. The math in 
your article is skewed. 

Screen name: 

Chase Wilson, M.D. 


As an OB/GYN ^ my motto 
is: “Perform only acts that 
will be uncriticizabk.” 

This makes my life safer 
and less stressful but may 
not always be what I believe 
is the best choice for the 
patient. Yes, we all pay a 
very large price for the 
status quo—except for 
trial lawyers* 

Screen name: Steve 


THEECONOMV _ 

PUZZLED BV THE 
PARADOX OF SAVIWE 

Regarding “Britain’s New 
Scrooges Threaten Its 
Economy” (BTW t Sept, 21): 
To overspend is bad, but to 
scrimp is bad, too—for the 
economy. The question for 
people like me, who have 
saved and lived simply: Is 
there a happy medium in the 
midst of a financial crisis? 
Ramon Cardona 

LOVELAND, OHIO 

CAREERS_ 

ANOTHER GOOD PLACE 
TO GET STARTED: THE NAVY 

“Best Places to LaimchYour 
Career” (InDepth, Sept. 14) 
included a few government 
agencies. But what about the 
military? My son is a Naval 
aviator, and his associates are 
impressive, intelligent, and 
have tremendous respon¬ 
sibility at a young age. This 
unique experience is a ： valu¬ 
able way to be gin a career. 

John Gustavsoti 

GLEN ELLYN, ILL 


One statistic that should 
have been analyzed [in 
the ranking of best places 
to launch a career] is the 
number of 2008 hires who 
were laid off in 2009, This 
group has been significantly 
aifected by the current eco¬ 
nomic downturn. 

If a company is a great 
place to start your career, it 
won’t push you out the dooT 
less than a year later to make 
room for 2009 hires and 
maintain its image with local 
universities. 

Screen name: Matt 

JDB CREATION_ 

UNIVERSITY RESEARCH IS 
PART OF THE SOLUTION 

“How Science Can Cre¬ 
ate Millions of New fobs” 
(“The Future of Tech^ Cover 
Story, Sept, 7) makes some 
important points about the 
decline of funding for basic 
research in the U, S, But it 
tells only part of the tale. 
While corporate spending 
on research has declined, 
federally sponsored research 
at universities continues to 
provide the fuel for business 
growth. Witness the univer¬ 
sity research that has led to 
such marketplace innova¬ 
tions as computer graphics, 
nanotechnology, robotics, 
and heat-resistant crops. 
Lets acknowledge that uni¬ 
versities are doing their part, 
Stephen Philip Johnson 
Vice-President 
Government & Communrty 
Relations 
Cornell University 

ITHACA, N.Y. 
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Your GPS Is Ringing 

Garmin has added a phone to a navigation device, but it's not a phone you’d want to use 


BUSINESS VIEWS 



Adding navigation to a wireless phone makes great sense, and turn- 
by-turn navigation services have long been available for smart¬ 
phones and less capable handsets. The Garmin niivifone G6o stands 
the concept on its head by adding phone features to what is basically 
a stand-alone personal navigation device. 


How does the niivifone, a joint prod¬ 
uct of Garmin and Taiwan T s Asustek, 
compare with more conventional 
navigation -equipped phones ? To find 
out, r tested it against several naviga¬ 
tion apps running on Apple’s iPhone. 

The niivifone ($299 after rebate, with 
a two-year AT&T contract) is, as you 
would expect, a very good navigation 
device. If it weren't for the AT&T logo 
on ttie case, you could mistake it for 
one of Gamiin’s slender stand-alone 
GPS products. The display and user 
interface will be familiar to anyone who 
has used Garmin. Thanks to a wireless 
data connection, it downloads real¬ 
time traffic information, gas prices, 
weather, and local movie times, though 
these “Premium Connected Services” 
require a $6 monthly subscription. 

The problem is, the phone part of 
the niivifone is mediocre at best* It’s a 
basic handset with a minimal e- mail 
program and Web browser and a 
camera that ? s merely 0 *K. I was glad to 
find I could sync contacts and calen¬ 
dar with Outlook and automatically 
navigate to the address of a contact. 

On the other hand, the sensitivity of 
the touch display is poor, which makes 
typing on the on-screen keyboard 
difficult* That’s not a big problem for 
navigation^ where you don r t enter 
much information t but it cripples 
e-mail and browsing* 


For what the niivifone costs, you can get 
an iPhone plus the TomTom navigation 
app—and then you'd have an iPhone, too 


Let’s look at the 
competing approach* 

There are two ways 
to add navigation 
features to an iPhone 
or other smartphones. 

The most widely used 
method is to download 
maps and directions 
from the network as 
needed. But TomTom 
for iPhone < $1 oo) T like 
the niivifone t stores 
its database of maps ， 
driving instructions, 
and points of interest 
on the device itself. 

This has one huge 
advantage: rt works 
even when you have 
no network coverage. 

But it also has draw¬ 
backs. Route calculation is a bit slower, 
the data can get out of date f and the 
software takes up a lot of space on your 
phone—1*2 gigabytes for TomTom. 

In my tests the iPhone with Tom¬ 
Tom wasn’t quite in the league of the 
niivifone as a navigation tool. Fot one 
thing, the iPhone’s GPS processing is 
a little slow to update your posit ion r 
resulting in unnecessary and annoy¬ 
ing route recalculations. This situa¬ 
tion should improve with TomTom’s 
forthcoming $125 kit for mounting 
the iPhone on your 
dashboard T which 
includes an auxOiary 
GPS receiver. Also, I 
never succeeded in 
getting TomTom to 
generate routes based 



on information stored in the iPhone T s 
address book. (On the other hand，the 
cost of an iPhone plus TomTom soft¬ 
ware is about the same as the price of 
a niivifone—the difference being that 
you take home an iPhone.) 

I also tried two 
network-based 
navigation services 
for the iPhone: AT&T 
Navigator Telenav 
and Gokivo Naviga¬ 
tor from Networks 
in Motion. Both cost 
$10 a month. AT&T 
Navigator looks and 
feels very much like 
the program the 
company offers for 
BlackBerrys and 
other pliones, while 
Gokivo is much more 
in the iPhone spirit, 
sort of like the Maps 
app with real-time 
instructions and traf¬ 
fic info* Both worked 
quite well, though, 
curiously, only in the 
phone’s vertical ori¬ 
entation, not in the 
horizontal setup that 
seems more natural 
for maps* 

For now, I think one of these apps 
on the iPhone makes more sense than 
the niivifone because of the limitations 
of the Garmin handset. That could 
change next year, when Garmin and 
Asustek plan to release a model based 
on Google’s Android software. As the 
iPtione has proved T good navigation 
software in a great smartphone is a 
potent combination, 1 BW 1 

BUSINESSWEEK.COM | 

For past columns and online-ortly 

reviews, go to businessweek,com/go/techm aven 


The niivifone T s 
limitations could 
be remedied 
when Ihe Android 
version arrives 
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Panasonic recommends Windows Vista® Business, 

IN YOUR WORLD ， 



ITS YOUR TOOLS THAT 


TAKE YOU THE DISTANCE. 

7 TIMES MORE RELIABLE THAN THE INDUSTRY AVERAGE, 

Through continued dedication and engineering, Panasonic has created etficsent mobile 
solutions that deliver maximum uptime and increased productivity throughout the day. Our 
Toughbook^ computers, powered by Intel# Centrano* 2 with vPro " technology, are seven 
times more reliable than the industry average—resulting in a lower total cost of ownership 
and a higher return on your investment. Rugged and reliable Panasonic Toughbook computers, 
featuring long battery life and embedded wireless capabilities, keep you connected and 
productive when you need it most. 

Visit panEsonic.com/toyglibook-R01-EvaIuator or call 1.888.223.1184 to find out how 
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BUSINESS VIEWS 


084 OUTSIDE SHOT FRANK PARTNOY 


Financial Reform: Lessons from 1929 

As a congressional inquiry into the crisis begins，history shows the perils of dawdling 



The Financial Crisis Inquiry Commission, set up by Congress to tell 
us who killed the banks and what to do about it, has just held its first 
meeting. Established by law in May, the 10-member panel gathered 
on Sept, 17 to appoint its executive director: Thomas Greene, a long¬ 
time California prosecutor. In the interim, the major banks, reincar¬ 


nated by government bailouts, have 
sprinted ahead with near-record prof¬ 
its and new financial products. 

Will the commission catch op in this 
tortoise-and-hare race and propose 
solutions before another crisis hits? As 
usual, history is our best guide. 

When Congress appropriated 
$8 million to exam¬ 
ine t he causes of the 
recent crisis, it had 
in mind the example 
of Ferdinand Pec ora ? 
the flamboyant hero 
of a similar inquiry 
in the 1930s. Pecora T 
a young New York 
prosecutor, became 
the star of hearings 
run by the Senate 
Banking & Currency 
Committee—in part 
by grilling bankers 
about their excesses. 

His efforts helped 
build the foundation 
for the securities laws 
that govern todays markets. 

But few remember how long the 
panel stumbled about before that. 
Pecorawasn f t the group's first leader; 
he was the fifth. And the panel didn’t 
finish its work until four years after 
the 1929 crash, when the country was 
mired in the Great Depression. 

Nor did it get a start. After 
Black Monday and Tuesday in Octo¬ 
ber 1929, several senators called for 
new laws to prevent another crisis. 

But over the next six months，stocks 
recovered 90% of their losses fioixi 
the Crash. (President Herbert Hoover 



called it 11 the little bull markets) Ap¬ 
petite for reform waned, and bankers 
assured Congress that heavy-handed 
regulationwasiuinecessary—even 
eounterproductive. They would reform 
themselves. Sound familiar? 

When Hoover and the Republi¬ 
can Congress finally approved an 
investigation of 
Wall Street, Peter 
Norbeck T a senior 
member of the 
Senate Banking & 
Currency Commit ■ 
tee^ took the reins. 
Senator Norbeck, 
a former oil man 
from South Dakota, 
wrote that he was 
fortunate “the stuff 
goes over my head. I 
do not understand it 
alL If I did, maybe I 
wouldn^t sleep.” 

The first hear¬ 
ings, in 1932, were 
sluggish, as foel 

Seligman explains in The Transforma¬ 
tion of Wall Street. The commission^ 
first counsel, Rhode Island lawyer 
Claude Branch ; was overwhelmed by 
his lead-off witness, New York Stock 
Exchange President Richard Whitney, 
The smooth-talking Whitney dazzled 
reporters and onlookers as he denied 
that any short-selling schemes had 
occurred on his watch* Branch was 
gone a few days later. His replacement, 
Republican trial lawyer William Gray, 
didn’t last much longer. The Democrats 
accused him of political favoritism T 
ousting him after he accused their par- 


ty’s national chairman of manipulating 
the price of General Motors stock. Onto 
the third counsel: A friend of Norbeck 
from South Dakota agreed to fill in until 
the Presidential election, which Hoover 
lost to Franklin Roosevelt. 

With Roosevelt in power, reform¬ 
ers hoped fora strong replacement, 
perhaps Chicago activist Harold Ickes 
of New York superlawyer Samuel 
Untermyer. Both declined, citing the 
uncertain extent of the panel T s author¬ 
ity. The Job went to New York attor¬ 
ney Irving Ben Cooper, 30, a junior 
corruption investigator. When Cooper 
requested 500 subpoenas, the Sen¬ 
ate balked. He quit, complaining that 
Washington just wanted someone to 
“sit on the lid,” 

Pec ora arrived in February 1933 and 
blew off the lid. After Norbeck gave 
him ^all the authority necessary,” 
he hauled in dozens of financiers for 
public floggings^ earning the moniker 
^hellhound of Wall Street" and guiding 
the panel toward its recommendations* 

There are reasons to be skeptical 
of the new commission, just as there 
was to doubt file chances of reform 
one year after the 1929 crash. Then, 
as now, the panel was outmatched 
by Wall Street* Then, as now, it was 
slow to start, faced serious political 
obstacles, and had limited subpoena 
power. There were years of economic 
stagnation (and new scandals) before 
Congress passed reforms aimed at 
protecting investors from crisis. Early 
prospects were dim. They brightened 
only when Pecora dashed ahead. The 
current commission^ final report is 
due Dec. 15 7 2010. The race is on, bw 

Frank Partnoy, the George Barrett 
Professor ofLau? ^ Finance at the 
University of San Diego law school ^ 
is author of The Match King: Ivar 
KreugeT, the Financial Genius Behind a 
Century of Wall Street Scandals. 
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